





WARNING to Income Tax Payers 


IF YOU ARE 
Radical CHANGES in this year’s tax laws mean that: | SINGLE and Earn *16 
= 


a week or more 


MARRIED and Earn $39 


a week or more 


YOU are NOW, for the 
first time, subject to the 
Income Tax and ST 
file a Return! 


Many Individuals must pay from 22%% to 574% MORE Income Tax than 
they paid last year. 


EVERY single person making over $16 per week, EVERY married person making over $39 
per week — regardless of exemptions or reductions — MUST FILE A RETURN. 


Over a quarter million taxpayers have used this book in previous years to keep their taxes 
down. Thousands this year will now welcome and use the NEW 1941 EDITION of 


YOUR INCOME TAX 


HOW TO KEEP IT DOWN 


1 By knowing EACH and EVERY de- 














By learning how to prepare your in- 
come tax return QUICKLY AND COR. 
@ RECTLY ... thus avoiding future 


assessments, penalties, interest charges. 






duction to which you are justly en- 
@ titled — many of which your tax blank 
does not tell you about. 


HIS is a crucial year for income taxpayers. 


Rates are immensely higher. 


Exemptions are lower. It is up to the taxpayer to find out his legal de- 

ductions — because the tax blanks do not even provide space for some of them. 

Right now is the time to find out definitely how to make out your correct 
return, and how to avoid either underpaying or overpaying your tax. 


Each year, thousands of taxpayers unknowingly pay the Government more 
than they should. In many cases the Government has no indication that it is 

















YOUR CORPORATION TAX 


A special tax book for 
corporations exclusively 


The new Excess 
Profits Tax Law 
of 1940 is one of 
the most com- 
plicated measures 
ever to pass Con- i 
gress! This new 
book explains, in 
simple language: 
What you must 
know about new 
Excess Profits 


Tax calcula- a | 
Taxes you are 


tions, exemp- 
anne. e exempt from. 


How to compute Quick- check Ta- 
taxable income, e of effect of 
credits, base pe- various divi- 
riod income, ends on equity 
capitaladdi- capital. 
tions, reduc- Easy method of 
tions. compeeee daily 

anges in 

Hew ccted capi, eauity and bor- 
tal; amount of rowed capital 

during year. 
capital stock, of 
paid-in surplus, 6 possible calcu- 
stock dividends lations of base 
that may be in-_ period earnings. 
cluded. Effect of capital 

How personal changes on in- 
service com- come credit in5 
panies can be cases. 
exempted. Elections that 

Quick table of helpreduce your 
items of taxable normal and ex- 
income for nor- cess profits tax. 
mal and excess Forms that per- 
profits taxes. mit you to make 

Check lists of 160 your own calcu- 
items which af- lations and omit 
fect invested nothing of value 
capital. to you. 
































NOTE TO TAX COUNSELLORS: 
ga Many tax counsellors, lawyers, and 
accountants are ordering copies of these 
two books for each member of their staff. 
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receiving more than its due. As a result, 
the money is not refunded. Each year, 
other thousands of taxpayers are heavily 
penalized for underpayment caused by 
their honestly mistaken ideas about ex- 
emptions and deductions. 


Each of us wants to share his rightful 
part of national defense. However, the 
government expects no one to overpay 
his tax, and an incorrect return, whether 
resulting in either underpayment or over- 
payment, is a definite hindrance to the 
taxation program, involving needless and 
expensive readjustments. 


“Your Income Tax,” by J. K. Lasser, 
C.P.A., is this year’s addition to the widely 
used series of guide books which in pre- 
vious years have sold over 250,000 copies. 
It is new, completely up-to-date, covers 
every Federal income tax requirement 
and every important change of the past 
year, in simple, untechnical language. It 
is the quickest and most accurate help 
ever devised for income taxpayers. 


GUARANTEED 


to save you time and taxes— 
or your money back 


The publishers of this book are so certain 
it will save you time, help keep your tax 
down and avoid the trouble of later as- 
sessments, that they offer it on this Dou- 
ble-Guarantee: (1) When you receive 
“Your Income Tax,’ look it through. If 
you do not agree that it will be of definite 
help — return it; the publishers will re- 
fund its full price. OR (2) After making 
out your actual tax return, if you then do 
not agree this book has saved you time 
and money you may return it for a full 
refund at any time up to March 20, 1941. 


SEND NO MONEY 


Keep your tax down by getting this book 
at the earliest possible date. Mail this 
coupon now without money (unless you 
prefer to remit now and save postage 
costs). “Your Income Tax” will be sent to 
you at once. SIMON AND SCHUSTER, 
INC., Dept. 1161, 1230 Sixth Ave., N. Y.C 
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NOTE TO 
“FIRST-TIME” 
TAXPAYERS 


For those who 
this year must 
file an income 
tax return for 
the first time, 
this book con- 
tains a special 
step-by-step 
guide to each 
and every line 
on your tax 
blank. It will 
save you time, 
clear up doubts, 
and avoid ex- 
pensive errors 
and legal pen- 
alties. 


THIS BOOK TELLS YOU: 


59 Suggestions Which May Re- 
duce Your Taxes. 


122 Deductions Which May Be 
Made by Salaried Men and 
Women. 


172 Items Which You May Ex- 
clude From Your Gross In- 
come. 


48 Different Taxes Deductible 
by an Individual. 


9 Types of Charitable Contribu- 
tions Which Have Been Ap- 
proved as Deductions. 


225 Deductions Which May Be 
Made If You Are Engaged in 
a Trade, Business or Profes- 
sion. 


125 Changes During 1940 
Caused by Statutes, Rulings, 
and Decisions. 








33 Recommendations as to Se- 
curity Transactions. 


SIMON AND SCHUSTER, Inc., Dept. 1161 
1230 Sixth Avenue, New York City. 
Please send me immediately the book(s) checked be- 
: Seabed I will pay postman $1 for each copy ordered, plus 
O.D. charges. It is understood that if this information 
pote not definitely save me time and taxes, I may return 
it to you and you will refund my money in full at once. 


copies ‘Your Income Tax’’ 1 





____copies “Your Corporation Tax”’ 


BGGEONE ccccccccccecnccccstdccdceccescasecesesncccooce 
CHY ccccccccccccccccccccccccece State. ....ccccecceees 


o for each copy ordered. In that case WE will pay all 
Same return-for-refund wercapiien applies. 


i Name 


Check here if you prefer to enclose WITH this coupon 

postage charges j 

Note: If uit nt of N. Y. City add 2 
2 Fee CN CN ee RE TL! ess Te ave 


% Sales Taz. 
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adio Answers the Cal 
of ‘lotal 


W ith characteristic speed, radio today is 


responding to the call of national defense. 
Enrolled to serve the public interest and 
fortify the Nation’s 
communication are: Research, Engineer- 


invisible life-lines of 


ing, Manufacturing, Broadcasting, Inter- 
national Circuits, Ship-and-Shore Stations. 
In 1919 the Radio Corporation of America 


was organized as an American-owned, 


Defense 


American-controlledradiocompany. RCA 
has established a world-wide communica- 
tions system, independent of all foreign 
interests, and has pioneered in the creation 
and development of a new art and a new 
industry. Today, each of its services is 
equipped and ready for action in the first 
line of America’s total defense on land, sea, 
and in the air. 


RCA CALLS THE ROLL OF ITS SERVICES TO THE NATION: 


WORLD-WIDE COMMUNICATIONS 


Vital to defense and commeree, RCA operates 24-hour 
direct communication service to 43 countries. This service 
avoids the censorship, errors, and delays which might 
occur at relay points. The Nation is protected against the 
loss of overseas communications through the cutting of 
submarine cables in war-time. Supplementing these globe- 
girdling channels, RCA operates a domestic radiotelegraph 
system that links 12 key cities in the United States. 


MARINE COMMUNICATIONS 

Life and property at sea are guarded by modern radio 
coastal stations and radio-equipped ships. Eighteen hun- 
dred American ships are equipped with RCA apparatus. 
The shore-lines of the United States are fringed with 
radio beacon transmitters to guide the fleet and shipping 
in American waters. American ships do not have to depend 
upon foreign-controlled means of communication to send 
messages home. 


@ RADI 
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BROADCASTING 


RCA pioneered in establishing the first coast-to-coast 


network of broadcasting. The National Broadcasting 
Company, formed in 1926, today serves an American 
radio audience through 50,000,000 receiving sets. NBC 
provides these listeners with serious and popular music, 
news and information, drama and education, public 
forums and religious services. Under the American sys- 
tem of broadcasting, the finest and most extensive variety 
of programs to be had anywhere in the world is free to 
the listening public. The richest man cannot buy what the 
poorest man gets free by radio. 

The broadcasting service of NBC is also maintained 
internationally, by short wave, and helps to strengthen 
good-will and cultural and economic relations between 
the Americas, and with other parts of the world. 

An informed public opinion, promoted by a free press 
and a free system of broadcasting, is an important national 
asset in total defense. 


MANUFACTURING 

The RCA Manufacturing Company operates five large 
plants, strategically located at Camden and Harrison, N. J., 
Indianapolis and Bloomington, Ind., and Hollywood, Calif. 
Within the year the company has invested millions of 
dollars in expansion to facilitate production and rapid 
filling of orders from the Army and Navy. Machinery is 
geared for national defense in addition to providing for 
normal requirements of the public. 


RESEARCH AND ENGINEERING 
Through science and research, the RCA Laboratories are 
enrolled in national defense. Research in electronics, wave 
propagation, television, facsimile, acoustics, optics, and 
in other fields has opened new services and extended the 
scope of existing services, both commercial and military. 

No longer must an aviator “just look to the ground” to 
find his way to a target or to his base. He may fly and land 


“blind” by radio. The electron microscope, a product of 


CORPORATION of AMERICA — 


RCA Laboratories, is a new means to help protect the 
national welfare as it opens new horizons for bacteriologist, 
chemist, physicist and industrialist. In these and many 
other ways, peace-time radio research has built new 
bulwarks of defense for our Nation. 


INVENTIONS AND THEIR USE 
RCA licenses many manufacturers to use its inventions 
and patents. By making them widely available, RCA has 
helped to create an industry as well as an art. 
Through this licensing policy the radio industry has 
access to results of the research of RCA Laboratories. In 
this way, competition has been stimulated, and numerous 


sources of supply opened to the publicand the Government. 


TRAINING 
More than 1,100 students are enrolled in the completely 
equipped schools of the RCA Institutes, Inc., in New York 
and Chicago. From this enrollment and from graduates 
of the Institutes, the United States can enlist the services 
of trained men in all branches of radio, from ship operators 
to service men. Scientists and engineers associated with 
RCA present and publish hundreds of scientific papers 
each year as aids to others interested in radio. For those 
who follow technical developments of the art, RCA 
Review, a quarterly journal, prints the latest scientific 


reports on progress in radio. 


EMPLOYEES 
Labor relations between RCA and its employees are 
excellent. Employment in the RCA organization in 1940 
increased from 22,000 to 27,000 employees. Principal 
officers and many employees of RCA are members of the 
Army and Navy Reserves. 

For 21 years the pioneering efforts and services of 
RCA have safeguarded American preeminence in radio. 
RCA continues to serve the public interest and is 
fully prepared and ready to carry on in the first 
line of total defense! 


RADIO CITY: NEW YORK 


The Services of RCA: 


RADIOMARINE CORPORATION OF AMERICA 


» 


.. C. A. COMMUNICATIONS, INC. 


RCA LABORATORIES 
RCA INSTITUTES, INC. 
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For the Business Man 


THE FIFTH COLUMN IS HERE 


GEORGE BRITT 
Wilfred Funk $1.00 


Here are the more important facts on the 
location, organization, members, and plans of 
the Fifth Columnists, who now number a mil- 
lion and occupy strategic positions in the United 
States. 

>> O«« 


WINSTON CHURCHILL 
RENE KRAUS 
J. B. Lippincott Co. 366 pg. $3.00. 


Mr. Kraus does a splendid job of tracing 
Churchill’s colorful career. e tells how 
Churchill time and time again was forced out 
of politics only to make a more determined 
bid to get in again. Tht author discusses Mr. 
Churchill’s uncanny foresight and predictions. 
How he foresaw Munich and yet was not heeded 
until England’s darkest moment had come. Now 
as Prime Minister he is trying to steer a war 
torn England to peaceful shores. 


>D>e«K<¢ 


THE ECONOMICS OF WAR 
HORST MENDERSHAUSEN 
Prentice Hall. 314 pg. $2.75 


The ‘‘Economics of War’’ may be broken 
down into four parts. The 1st part discusses 
the needs of a nation at war, raw materials, 
man power, transportation, etc. The 2nd touch- 
es on price control, rationing of goods and other 
war economies. The Srd part takes in foreign 
trade, shipping and neutrals. The final part 
deals with economics after the war. 


»9>e«« 


A TREASURY OF THE WORLD'S 


GREAT LETTERS 
M. LINCOLN SCHUSTER 
Simon & Schuster. 563 pg. $3.75 


Mr. Schuster has selected with great care 
the letters used in his book a Treasury of the 
World’s Great Letters. He has chosen letters 
of all descriptions, love, historical, friendly, 
etc., from more than twenty-two centuries. 
These letters bring to life once again people 
such as Benjamin Franklin, Henry the VIII, 
Robespierre, Robert Louis Stevenson as well as 
many others. 

>»>e«K¢ 


| SAW IT HAPPEN IN NORWAY 
CARL J. HAMBRO 
Appleton Century Co. 219 pg. $2.50 


Mr. Hambro puts aside as propaganda the 
stories that Norway fell because of treachery 
on the part of Norwegians. He claims it was 
lack of preparedness and German organizations 
and fifth column activity. The author gives a 
thumbnail sketch of Maj. Quisling the puppet 
ruler of Norway. He also discusses the fate 
of Norway under a Germany victory and under 
a British victory. He reaches the conclusion 
that if Britain should win Norway would under- 
go some change along with the rest of Europe. 
This would have to be because of the difficulty 
encountered in giving effective assistance to 
small countries by their refusal to enter into 
military arrangements with England. 


>Do>eO«K 


1 SAW FRANCE FALL 
RENE DE CHAMBRUN 
Published by Morrow. 216 pg. Price $2.50 


A vivid, first hand account of “eo er 
leading up to the fall of France told 
French army officer. Colorful narrative 
of his own personal experiences beginning with 
the ‘‘phony’’ war underground in the Maginot 
Line through the Blitzkrieg in Belgium and 
Flanders . .. and the author’s analysis of 
France’s problems today and tomorrow. 


»»e«« 


These books may be ordered from The 
Magazine of Wall Street book department. 
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Why Gold Comes. Horo 


Tue golden avalanche continues to 
pour in. For the year 1940 the Gov- 
ernment’s holdings of this _pre- 
eminent monetary metal increased 
by approximately $4,400,000,000. At 
that rate it wouldn’t take long to 
strip the rest of the world. We 
already have more than 70 per cent 


of all known above-ground supplies. 


It’s a serious problem, but one 
about which much nonsense _ has 
been talked. For instance, some al- 
leged experts blame the whole thing 
on Roosevelt for raising the price of 
gold from $20.67 an ounce to $35. 
They say this has caused owners of 
gold all over the world to dump it 
into the lap of our misguided and 
philanthropic government. But an 
increase in the price of gold in terms 
of any currency simply represents 
the proportion by which such cur- 
rency has been depreciated from its 
former gold parity. And most cur- 
rencies were depreciated before the 
dollar was revalued and in greater 
degree. In short, this is not the only 
place where gold has a high value 
in paper money. 

You will see the thing in true 


BY LAURENCE STERN 


perspective if you think not of the 
value of gold, but the value of the 
dollar. Because this country is the 
safest haven for liquid capital and 
the greatest source of supply of raw 
materials and finished goods, the rest 
of the world has urgent need to get 
hold of great quantities of dollars 
almost regardless of price. Roughly 
one-quarter of the gold that has come 
here since 1933 represents payment 
for our favorable balance of export 
trade, and three-quarters has repre- 
sented the greatest flight of capital 
ever known. 

It is interesting to note that 
Europe’s economic and political dis- 
integration began in the late ’20’s 
and that at that time movable 
wealth, in the form of gold, began to 
pull out of eastern and middle 
Kurope, going first to havens in 
Switzerland, Paris, Amsterdam. Lat- 
er, as disintegration spread through 
the continent, this swelling stream 
converged on London. Now the 


United States is the sole safe haven, 
which is the chief reason why it is the 
greatest repository of gold. 

Most of the suggested “remedies” 
for our gold problem are either hope- 
lessly inadequate or would make 
matters worse. The only funda- 
mental remedy is restoration of 
peace and capitalist security in 
Europe. Under that condition a 
substantial total of foreign-owned 
dollar assets would be re-converted 
into gold and taken home, and use 
of additional American gold in 
financing European reconstruction 
might be feasible. 

Meanwhile, as long as there is a 
world scramble to get hold of dollars 
and dollar assets, gold—in plain and 
literal fact—is worth any price we 
set. Why does Hitler confiscate all 
gold in conquered lands? Because, 
in direct contradiction of Nazi propa- 
ganda to the contrary, he knows gold 
will retain its historic value. Not 
the least reason why gold will remain 
valuable is the fact that the dollar 
will remain valuable. To look at the 
gold problem otherwise today is to 
put the cart before the horse. 





*** COMING 


January 25 Issue — Rails, Utilities, 
Tobaccos, Foods, Sugar, Unclassi- 
fied Issues 


IMPORTANT FEATURES * * * 
1941 SECURITY APPRAISAL AND DIVIDEND FORECASTS 


February 8 Issue — Steel, Building, 
Metals, Liquors, Machinery and 
Equipments. 


February 22 Issue — Aviation, Motors 
and Accessories, Chemicals, Oils, 
Movies, Merchandising. 





JANUARY 11, 1941 


357 











Nesmith Photo 


A decade of depression has ended and once more the U. S. 


is headed for new peaks in economic activity—but with a 


boom very different from the kind we had so long been 
yearning for. See the diagnosis and forecasts in ‘Preview 


for 1941" starting on page 368. 
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The Trend of Events 


THE PRESIDENT'S MESSAGE... Mr. Roosevelt's first 
message to the new Congress was in its essentials exactly 
what had been expected. Like the fireside talk deliv- 
ered previously over the radio, it was a clarion call to 
the Nation to press on with full speed in aid to Great 
Britain and in arms production for national defense. 

The message did not materially amplify Mr. Roose- 
velt’s previous utterances regarding “lending” arms and 
munitions, rather than making dollar loans, to the Brit- 
ish when the need arises. He apparently will seek full 
discretionary power in handling such “loans.” It is not 
clear whether only new production will be made avail- 
able in this manner or whether any existing,.Naval or 
Army equipment may be diverted. 

The President will press for legislation to broaden the 
social security program as regards better medical care 
and coverage of more individuals by the old age pension 
and unemployment insurance systems. As do many 
leaders in England, he believes that such extension of 
the peaceful social revolution is a necessary part of the 
defense of the democratic way of life. 

While he has warned before that the course upon 
which we are embarked will involve patriotic. sacrifices 
by all elements of the people, he madé it more specific 
this time. He will demand that a greater proportion of 


# 
fer Os 


the costs of the armament program be met out of current 
taxation, and in the levying of new taxes he urges Con- 
gress to stick to the guiding principle of ability to pay. 
Necessarily, this will mean higher income taxes for indi- 
viduals and corporations. The message unquestionably 
fits the times and will be widely approved. 


CREDIT CONTROL AGAIN .... The special report of 
the Federal Reserve System advocating various changes 
in monetary-banking controls to prevent inflation is a 
document of uncommon interest. At present the re- 
sponsibility is divided between the Reserve Board, the 
Treasury and the President. , If the proposed measures 
are adopted, the Board would have greater control 
powers, the Treasury and the President less. In brief, 
the recommendations are: 

Increase legal reserve requirements enough to absorb 
dangerous excess banking reserves; make reserve requir- 
ments applicable to all banks, whether members of the 
Reserve System or not; termination of the President’s 
power to issue $3,000,000,000 of greenbacks and of his 
power to devalue the dollar further; end further moneti- 
zation of foreign silver and further issuance of silver cer- 
tificates against the seigniorage on previous purchases 
of silver; sterilization of further acquisitions of gold to 
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check bank deposit inflation; finance the Federal deficit as 
far as possible by sale of bonds to investors rather than 
commercial banks; and eventual balancing of the budget 
through higher taxes. 

In the present setting some of the proposed changes 
would not be deflationary, especially those related to 
the President’s “greenback and devaluation” powers 
and to the fatuous silver policy. The recommendations 
relating to excess banking reserves and sterilization of 
gold imports would have deflationary significance—of 
unpredictable degree—for the gilt-edged bond market. 
Large scale sale of bonds to investors would to some ex- 
tent deflate consumer expenditures, and interest rates 
high enough to attract such investors would also ad- 
versely affect the bond market. Higher taxes to balance 
the budget would, of course, be defla- 
tionary on consumer purchasing power 
and, however sound in principle, the 
really important question is one of 
timing. 

If this were a private credit boom, 
such as that of 1926-1929, the Reserve 
System’s proposals would have far 
greater practical signifance than they 
can possibly have under existing cir- 
cumstances. As it is, the Government’s 
armament spending is the only dy- 
namic inflation factor in the picture. 
Excepting for this stimulus, the in- 
hibitions—foreign and domestic—af- 
fecting private utilization of credit are 
greater than ever before. We think 
the inflation threat is very small, so 
far as it relates to potential private excesses. 


If the 
Government feels it necessary to apply the brakes to 
itself that is something else again. 


BIG BUYERS... Though the offering of numerous large 
blocks of securities over the counter is regrettable from 
the standpoint of the material room for improvement in 
activity on the stock exchanges, a high degree of en- 
couragement may be taken from the pertinent thought 
that there nevertheless are willing buyers for these of- 
ferings. The quick sale last month of 179,000 shares of 
Consolidated Edison hardly reflects apathy, while it is 
almost breath-taking to note the recent speedy dis- 
position of 53,000 shares of Texas Corp. The oversub- 
’ scription for this stock at the closing price on the New 
York Stock Exchange in less than an hour after the close 
amounted to a virtual buying scramble. 

Explanation for the success of these “flotations” is 
found not in any failure on the part of the Stock Ex- 
change, since by regulation it is automatically informed 
of a pending over-the-counter offering of shares traded 
on the Stock Exchange, and it makes a thorough effort 
first to find a market on the floor of the Exchange for 
such a contemplated transaction. Rather does the basis 
lie in the active and well-contacted sales forces of many 
security houses, which take advantage of the currently 
thin markets of the exchanges to merchandise a block 





of securities, occasionally with more profit to the firm in- 
volved than if the securities had been sold on an ex- 
change. From the standpoint of the buyer, too, such a 
sale sometimes is advantageous, in that a block is ob- 
tained at a set price in contrast to the possible inflated 
levels which persistent buying in narrow markets would 
bring. 


SWARMS OF AIRPLANES... Since our need—and that 
of the British—for great quantities of airplanes is so 
urgent, any plan for their mass production naturally has 
wide popular appeal. We yearn for a miracle. Some time 
ago we listened to talk that Henry Ford could produce 
1,000 planes a day, under certain conditions. Nothing 
came of it. Recently Philip Murray, chief of the C. I. O., 
and Walter P. Reuther, director of the 
General Motors division of the United 
Automobile Workers, came forward 
with a plan which they believe can in 
six months time have 500 fighter planes 
a day rolling off the assembly lines of 
automobile plants, without interference 
with regular automobile output. 

It is all to the good that labor lead- 
ers should actively advance construc- 
tive suggestions for speeding national 
defense. This is everybody’s problem, 
and both suggestion and criticism have 
a vital place in its solution. But it is 
not surprising, of course, that officials 
of the Defense Commission have re- 
luctantly announced that they find 
the Reuther plan highly impractical. 
Aside from the specific reasons which they advance, there 
is an air of utter implausibility about any plan to produce 
500 or 1,000 planes a day in short order—in view of the 
fact that after many months of urgent effort and cease- 
less endeavor our aircraft industry has managed to boost 
its production only to some 25 planes a day. 

With all of its experience and “know how,” the industry 
can only gradually master the bottlenecks in machine 
tools, skilled labor and specialized materials which are 
retarding expansion of output. That the motor industry 
could be free of similar bottlenecks—and within six 
months produce planes at many times the present rate 
of the entire aircraft industry without stopping auto- 
mobile output—simply is beyond belief. 

Besides, we don’t need sustained production of 500 
fighter planes a day. The desperate need—for Britain 
and this country—is long range bombing planes. Atten- 
tion should be centered there to the utmost, despite full 
realization that any semblance of actual mass production 
must remain a dream of the longer future. 


THE MARKET PROSPECT .. . Our most recent in- 
vestment advice will be found in the discussion of the 
prospective trend of the market on page 364. The coun- 
sel embodied in the feature should be considered in 
connection with all investment suggestions, elsewhere in 
this issue. Monday, January 6, 1941. 
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By CHARLES BENEDICT 


ON THE THRESHOLD OF A NEW DAY 


% 1941 we not only enter a new year—but move for- 
ward into another age. What it will be depends on us— 
because we in the U.S. A. can make it what we will. 

By some great good fortune we, of all the peoples of 
the earth, are placed in a position to work out our own 
destiny. 

Luck has been with us, for in the midst of recrimina- 
tion and uncertainty regarding the American type of 
democracy, we learned to know that both socially and 
economically it was the true way of life, despite its 
human failings. 

The very attempts on the part of the dictators to upset 
our equilibrium laid the truth naked before us. Today 
we know that the so-called war between the “haves and 
have-nots” isa myth. That the term “capitalist democra- 
cies,” used as a stinging epithet by the dictators, is purely 
to win adherence from the unthinking, and to support 
the tottering faith of those who are attached to their 
cause for ulterior purposes. 

For the taunts that awakened us we should ever be 
grateful. Many of us, disgusted with the abuses in our 
system, were in our secret hearts in agreement with 
much of the criticism leveled against it. The resulting 
introspection, therefore, did us a lot of good. But it was 
not until the Nazi economic ideas began to operate in the 
captive lands that we began to be triumphantly certain 
that our own Democracy was basically sound—that its 
present unwieldiness was the result of post-war 
disillusionment— of the lack of discipline 
that always follows the indulgent é: 
tolerance of easy money. Know- 
ing the causes, we can now deal 
with them. 

Situated as we are —ob- 
servers rather than _partici- 
pants in the decisive struggle 
—it has been our unique op- 
portunity to evaluate the vari- 
ous social and economic ex- 
periments in their transition 
from theory to actual practice. 

The Russian experiment, put 
forth as the hope of mankind, 
proved a failure because it was 
psychologically and economi- 
cally unsound. In fact, so hor- 
rible in its devastation and 
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human degradation that the world sought to head it off. 
The birth of Fascism was the result, and because under 
it Mussolini revitalized Italy and the Italian people, we 
thought it was good—and watched it with interest. (Too 
bad Mussolini developed grandiose delusions.) 

So when Nazism came along, we believed the efficiency. 
great capacity for organization and administration of 
the German people would produce the antidote against 
Communism—which had failed so abysmally to organize 
its economy. But, as events have shown, this is no grand 
movement to solve the problems of the human race, but 
a hoax perpetrated by reactionary German capitalists, in 
collaboration with Nazi adventurers, who adapted the 
revolutionary technique of Lenin to the purpose of con- 
centrating power in the hands of a few,—in a con- 
spiracy to loot the world. 

Nazism has already gone beyond the 
excesses of Communism in a far 
greater devastation of civil- 
ized countries, people 
and property — 
bringing 
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starvation to lands of plenty, and producing both social 
and economic conditions that will seriously affect the next 
generation in Europe. 

It cannot be otherwise, for the Nazi economic plan is 
nothing more or less than a modern version of Feudalism 
—with control by a master oligarchy—based on a highly 
mechanized industrial machine—and a low standard of 
living. Today, in Germany, the nation’s assets, divided 
into huge units, are owned and controlled by a small 
group of party leaders and modern robber barons. The 
sympathizers and appeasers of this movement are to be 
found among the reactionaries in similar groups in indus- 
try and finance the world over,—like the Quislings and 
the Lavals—and those who are used, then thrust aside 
when the Nazis no longer have need of them. 

It is plain this is no war between the “haves and have- 
nots,” but a death struggle between reactionary Capital- 
ism seeking to establish a master and slave economy the 
world over—and sound Democratic Capitalism whose 
objectives are freedom for the individual and economic 
justice for all. 


The Nazi Way 


The Nazi economic theories are unsound and short- 
sighted. For instead of bringing about a United States of 





Europe composed of independent nations, the Germans 
plan an autocratic absolutism over subject and captive 
states. For such a regime there can be no real stability 
since to hold these people in subjection an army of occu- 
pation will be ever necessary to back a German bureau- 
cracy obliged to keep them on a mere subsistence level. 

This patterns the Russian system so closely that in- 
stead of staving off Communism, Nazism is bound to 
bring it on through the inevitable revolt of the people 
against the greed and cruelty of their oppressors,—unless, 
of course, we take Hitler’s threat in his recent speech to 
mean that if worse comes to worse for the Nazis, he him- 
self will establish a Communistic regime. 

In either case—the result would be a master and slave 
economy, resting on a top-heavy industrial machine and 
low buying power among the European people, which 
would surely force the Nazis to seek markets in this 
Hemisphere. It would mean a continuing Nazi aggres- 
sion, subjecting us to heavy taxation for the continuous 
support of a modern war machine with all that it implies 
and even curtailment of our freedom in the necessary 
effort to protect our country against fifth columnists’ 
activities of the reactionary and subversive elements. 

Moreover, a Nazi victory would spread the same 
wretchedness to the people of the other Axis powers,— 





After 20 Years of Communism 





a 
Commodity Unit Moscow yar 

White Bread ‘ th $.15 $.09 
Coffee. . ie 4.37 -26 
Tee: ... Lb. 10.21 -72 
Sugar... Lb. 34 0514 
Macaroni. Lb. 46 -13 
Rice.... , Lb. 59 08th 
Beef Roast, Rib Lb, -87 -35 
Von Cullets............. Lb. -96 43 
Pom Chope............ Lb. -96 -42 
Chicken, First Quality.... Lb.i7! 41.00 -34 
Ham, Smoked Whole..... Lb. 1.63 32 
Bacon........... Bet sy Lo." F ! 1.45 -38 
Corn, Canned... . cae GBS -18 13 
Tomatoes, Canned. » ie -32 .09 
oe ee Lb. -04 0214 
Se Lb. 15 .03 

nions.... : Lo.7 2 4s .04 
Milk, Fresh............. Quart 30 12 
Cream, Fresh............ VQ Pint -29 -15 
Butter, First Quality...... Lb, 1.81 -38 
MID. 5 feared ocowecere .. Dozen 1.32 35 
Smoking Tobacco........ "EI4'Lb. 57 12 
Cigarettes ae 20 .36 .14 
Suits, Men's...... : RAS 50.00 : 21.05 
Overcoat.......... : ot 66.90 20.10 
Underwear, Cotton’Knit. . ‘ 6.40 1.20 
Socks, Rayon and Cotton 

(Rayon only in Moscow) ... 1.23 -25 
Socks, Cotton.......... 48 21 
Hosiery, Women's Rayon oes 3.20 -30 
Shoes, Men's Work. . . Eee 34.85 2.83 
Shirt, Cotton......... 7.74 96 
MRS oe ciec le siscine bs ; ae 3.00 1.53 
Table Cloth, Linen. .... 8.00 3.45 
Hats, Men's Felt...... : 8.00 2.74 
Oe ee 9.20 91 
Gloves, Men’s Leather... nes 3.74 1.19 


Source: National Industrial Conference Board. 
Figures are for year 1937. 
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and the dark ages would again begin for all of us. 

That is why we cannot permit the Nazis to succeed. 
And that is why the sound thinkers of the world have 
been coming to the realization that Democracy must win. 
It is this belief that has enabled the English people to 
fight so valiantly, and to courageously withstand unbear- 
able hardships. With the appeasers out, the new British 
Government is combining the intelligent capitalist ele- 
ments and labor, working together under true Democra- 
tic principles, benefitting from individual initiative, the 
blessing of free men and unstinting effort. 


The American Way 


We understand this new English type of cooperation 
because it was by the same grit and determination that 
we built up the soundest economy on earth and in the 
shortest space of time ever known to history. 

It was the genius of free men given an equal oppor- 
tunity and reward to the extent of a man’s capacity that 
has made this country great. This was a new country and 
we started from scratch in a simple economy in which 
men as well as women were important because each in- 
dividual contributed his share to the upbuilding of this 
land. 

In spite of the various economic setbacks in our history 
mainly resulting from the over-enthusiasm so inherent in 
the adventurous spirit of free men, our standard of living 
has steadily increased until today the working man’s 
dollar can bring more in comfort and happiness than 
ever before in our history. Compare this with the record 
of Russian commodity prices herewith which is way 
beyond the buying power of its people whose average 
income amounting to 600 rubles per month equals in 
buying power only twenty American dollars. And yet 
twenty-two years ago the Russians were sold the idea 
of Communism on the promise of an economy com- 
parable to that of the United States. 

Our system of Democracy differs from all others in the 
high wages which we pay our labor. As a consequence 
we are operating under a semi-luxury economy— 
with our production largely consumed within our 
borders—as compared to other economies 
which rely mainly on exports,—with domes- 
tic consumption confined almost entirely 
to bare necessities,—resulting in the in- 
evitable poverty. Under a modern economy, 
no country which ex- 
ports most of its luxuries 
can hope to increase its 
standard of living. 


1900 
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Our Capitalistic Democracy 


Although ours is a capitalistic economy, our industry 
and labor are equally capitalistic. In fact, industry is 
dependent for its profits on the buying power of labor— 


, while since the twenties business has relied for capital 


on the savings of the average citizen of the United States. 


: This means capital and labor so interlap that when it is 


fully recognized, greater cooperation will ensue. 

Lord Lothian recognized the soundness of the Amer- 
ican way and saw in-its adoption by the world a road 
to comfort and happiness for mankind. He clearly saw 
that the speed of communication and transportation calls 
for more unified economies and standards of living today. 

Under the system of high wages and high domestic 
consumption—against low wages in a cut-throat export 
program—we can expect a solution of the problems of 
the world. Struggle for markets would no longer be the 
cause of war as nations could rely on exports only for 
surplus of their specialties. In this way we could bring 
an end to war and the world could disarm. And with 
the material wants of man satisfied, the spiritual devel- 
opment of man would begin! And that would be true 
Utopia! 
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es stock market began its voyage on the uncharted 
seas of 1941 with a modest carry-over of the traditional 
year-end advance. Looking beyond the immediate scene, 
however, the prevailing investment and speculative at- 
titude seems to be made up in equal parts of skepticism, 
uncertainty and caution. 

If the influences dominating the market were not so 
completely abnormal, it could be reasoned that such a 
psychology should be at least negatively favorable. A 
seriously weak technical position is not ordinarily built 
up in a cautious and skeptical market. Yet the same 
observation could have been made just before the nose- 
dive which was touched off last May by the German 
sweep through the Low Countries. Caution and uncer- 
tainty had held the market within a narrow trading 
range for many months and average prices were mod- 
erate in relation to business volume and earnings. 

For perspective on the character of this market and 
its 1941 potentialities it is worth while to take a brief 
backward look at the record. What stands out is the 
fact that ever since the autumn of 1938, which brought 
the Munich crisis, the relationship between general mar- 
ket performance and the business-earnings trends has 
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Weighing the 
Market's I94I1 


Potentialities 


BY A. T. MILLER 


Until news events relating to the war produce some new surge of in- 
vestment hope or fear, decisive change in the stock market's pattern 
seems unlikely. We do not advise purchases for appreciation at present. 


tended to become increasingly distorted; and news 
events—concerning, first, the threat of war and, later, 
war itself—have dictated the more decisive fluctuations 
of the averages. 

Over the past two years the most notable market de- 
velopments were: a sharp five-week decline in the spring 
of 1939, following German invasion of Czechoslovakia; 
the vigorous rally following outbreak of war, the better 
part of this movement being concentrated in two weeks; 
and the sensational eight-day slump last May. The 
longest sustained uptrends consisted of the four-month 
movement of April-July, 1939, and the five-month move- 
ment last year from June lows to November 9 high. Each 
was a partial recovery after severe decline. Worth re- 
membering also is the long phase of indecisive trading 
range fluctuation between mid-September, 1939, and 
May of last year, while market stalemate paralleled the 
stalemated “war of inaction.” 

Since the second week of November the movement 
of the averages, although moderately downward on bal- 
ance, has been again rather indecisive. It remains to be 
seen whether we are in for another protracted trading 
range pattern, waiting for major news events to provide 
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some new surge of hope or fear; or whether recent rallies 
will prove to have been merely ripples in an extensive 
decline from the November high. In our opinion, broad 
advance is the least probable near-term alternative. For 
this reason, we believe it prudent to advise against cur- 
rent purchases for appreciation. 

We have emphasized the market’s sensitivity to for- 
eign news events during the past two years or more, its 
erratic fluctuations and the absence of sustained bull 
or bear trends because we think it is almost certain that 
the 1941 market will continue to be influenced chiefly 
by alternating hopes and fears related to events on the 
first pages of the newspapers rather than those on the 
financial pages. We do not believe the 1941 market can 
be consistently and steadily geared to an upward trend 
in business activity or to such upward trend in aggregate 
corporate earning power as higher taxes will permit. 

If this view is correct, there would seem to be only 
two courses open to those whose objective is common 
stock appreciation. One can wait for the breaks and 
attempt to participate in the recovery of an over-sold 
market. Or one can try to select issues for longer range 
retention which (1) are likely to derive some net benefit 
under the armament-war economy; or (2) buy sound 
“peace stocks” in the conviction that they have suffered 
the greater part of any probable deflation of value. 

Neither of the latter approaches is at all simple. In 
our view, any thought of peace is probably premature 
and certainly speculative. The 


tions are concerned—upon much stiffer excess profits 
levies, whether calculated on the present basis, but with 
higher rates, or upon an invested capital basis exclusively. 

Until these uncertainties are clarified, there is literally 
no basis for even a guess as to what any company may 
earn in 1941. If the normal tax is raised sharply, it would 
adversely affect many corporations which are not getting 
substantially increased volume out of the armament 
boom—especially those characterized by relatively rigid 
operating costs and selling prices or rates. 

Regardless of precise method of calculation, if higher 
excess profits levies are imposed, the most pertinent 
question relates to the percentage of earnings gains that 
can be retained—and it can not be answered now. The 
concept that no one shall “profiteer” out of war and 
armament business is unquestionably in line with public 
opinon and as applied to corporate earnings it would 
seem to be a political “natural.” We make no predic- 
tion on this score, but certainly it is conceivable that 
we are headed toward taxes which may take virtually all 
of the earnings above those averaged in 1936-1939. If 
the tax bill to be written in the spring does not go that 
far, it would still only temporarily resolve our doubts. 
Just as the armament budget presented early in this new 
Congress will not be the final one, so the next tax bill 
will not be the final one. As long as the national defense 
emergency lasts, the tax trend must be considered def- 
initely upward. 
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Because of the tax uncertainty, it is not possible to 
rely on projection of the general patterns of selectivity 
demonstrated by the market over the sixteen months of 
war to date. Nevertheless, some of the more significant 
group and individual divergencies are worth noting. 

As a generality, it will be observed that a majority of 
the common stocks which have experienced the largest 
net appreciation over the entire war period to date have 
the following characteristics: (1) they are equities of 
companies whose sale volume has been greatly expanded 
by armament demands; (2) they show dynamic gain in 
earnings per share as compared with normal earnings, 
despite higher taxes; (3) they are in most instances 
“secondary” stocks without large share capitalizations, 
rather than better known “market leaders.” 


Armament Beneficiaries 


Here are some typical samples of outstanding benefi- 
ciaries of the present type industrial boom, with approx- 
imate percentage appreciation since August 31, 1939: 
Savage Arms, 225 per cent; New York Shipbuilding, 200 
per cent; Timken-Detroit Axle, 140 per cent; Bullard, 
100 per cent; Ex-Cell-O, 74 per cent; Baldwin Locomo- 
tive, 73 per cent; L. S. Starrett, 62 per cent; Spicer Manu- 
facturing, 61 per cent; Fairbanks, Morse, 59 per cent; 
American Car & Foundry, 58 per cent; Bethlehem Steel, 
52 per cent; United States Steel, 47 per cent. 

“Stable income” equities in consumer goods industries, 
being in most cases unable to adjust selling prices to 
higher operating costs, would in no event be favored in a 
war-armament boom and have been additionally hurt 
by higher normal taxes. What has happened to these 
stocks since the start of the war is illustrated by the fol- 
lowing representative examples; National Biscuit, down 
31 per cent; Corn Products, down 22 per cent; Reynolds 
Tobacco B, down 16 per cent; General Foods, down 13 
per cent; Sterling Products, down 13 per 
cent; American Tobacco B, down 11 per 
cent. 

Thus it will be seen that the minor net 
change in the Dow-Jones industrial average 
over the war period to date—a decline of 
approximately 3 per cent—conceals much 
more than it reveals. In lesser degree, the 
same is true of the rail average, which sur- 
prisingly shows a net gain of about 8 per 
cent—but due chiefly to rise in four excep- 
tional issues: Norfolk & Western, Chesapeake 
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& Ohio, Louisville & Nashville and Great Northern pre- 
ferred. 

In contrast, net decline of approximately 19 per cent 
in the public utility average needs no qualifying com- 
ment, there being no significent exceptions to the gen- 
erally adverse influences at work. 

Most of the “growth stocks” which had commanded 
a high market premium for quality and investment popu- 
larity have fared badly. Examples include: Eastman 
Kodak, down about 17 per cent after sixteen months of 
war; Monsanto Chemical, down 15 per cent; Union Car- 
bide, down 14 per cent; and Coca Cola, down 12 per cent. 

A representative example of superior performance by 
“secondary” stocks is provided within the strongly sit- 
uated electrical equipment industry. In this key field 
there is abundant business for all efficient manufacturers 
and huge backlogs assure capacity operation for many 
months to come. Yet over the war period on balance 
General Electric has declined about 7 per cent; Westing- 
house Electric & Manufacturing is virtually unchanged 
—but Weston Electric Instrument gained 100 per cent 
and Square D is up approximately 44 per cent. 

British liquidation of American securities will con- 
tinue to be an actual and psychological obstacle to broad 
and general market advance for an indefinite time to 
come, although announcement of completed liquidation 
has already removed various individual issues from this 
cloud. It is probable that increasing resort will be had 
to sales off the Stock Exchange. Several such large pri- 
vate distributions recently, at prices as of the preceding 
day’s close on the Stock Exchange, have at least one 
encouraging aspect. There zs a latent demand for com- 
mon stocks—even for such “war orphans” as Consoli- 
dated Edison—at prices close to the present market. 

It should be noted, however, that there is no official in- 
formation as to the actual origin of these large private 
sales and all of such liquidation may not be English. 
For example, Sun Life of Canada is a very large holder 
of American stocks and will be called on for very large 
subscriptions to Canadian war loans. This observation 
is advanced merely as a pertinent conjecture. 

The two 1941 uncertainties uppermost in investment 
minds are: (1) Will the United States get all the way 
into the war and, if it does, would that mean a bear 
market? And (2) can England hold out against Nazi 
assault through the spring, thus probably assuring a long 
war of attrition? 

No one can give all the answers—but insofar as they 
relate to the trend of the stock market, one at least par- 
tially hopeful observation can be 
made. It is this: Unlike the sit- 
uation which prevailed before 
the German drive in western Eu- 
rope revealed the full strength of 
the Nazi war machine and the 
relative unpreparedness of the 
major democratic nations, a very 
extensive psychological prepara- 
tion has now been made against 
possible bad news. 

A successful German invasion 
of England would be very bad 
news, indeed. But everybody 


(Please turn to page 432) 
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The New “Normal” 


in Business and Market Trends 


Typical Patterns of Performance Go by the Board 


BY FREDERICK K. DODGE 


L. is human to wonder what a new year may bring and 
to seek such limited guidance as past experience offers. 
For this reason and despite the fact that there is no such 
thing as an actually typical year, a “form chart” of 
average performance of prior years is intriguing. 

War years, however, have little in common with 
peace years. Hence the trend patterns of the years 
from the mid-twenties to 1969, which we charted 
and discussed some time ago, would be of dubious 
value in the existing setting. On the other hand, com- 
parisons with the market and business experience of 
the World War years 1915-1918 are now especially ap- 
propriate. 

As regards business, the record of the World War 
period shows—and there is an obviously logical basis for 
it—that, once armament demands become the dominant 
economic stimulus, industrial activity attains and keeps 
an above-normal level for the duration of the stimulus. 
Variations from quarter to quarter are relatively modest. 
Making goods in adequate quantity is the problem, 
rather than finding markets. Hence, psychological fac- 
tors, such as a market break or a peace scare, have little or 
no effect on business volume. In these respects the pat- 
tern of a quarter-century ago very likely will be repeated. 

Now, as in the World War period, 


The summer shut-down may be earlier and more drastic 
as a result. Indeed, it is conceivable that the industry 
may be “drafted” almost entirely into armament produc- 
tion. In that case its present very important statistical 
role in all composite business indexes would become a 
curious anomoly. 

In the accompanying charts the average stock market 
performances of the years 1915-1918 and 1939-1940 are 
shown. Although only the last four months of 1939 were 
actually war months, the market throughout 1939 was 
dominated by European crises and war fears. 

The market patterns of 1939 and 1940 were strikingly 
similar. In each year there was a severe spring decline, 
a very substantial advance from spring low to autumn 
high, a moderate reaction from autumn high to the 
year-end. 

The 1939 spring break came in March and early April, 
carrying this publication’s daily index of 40 representa- 
tive industrial stocks down 27 points from 115 to 88, 
while the subsequent net gain from April low to October 
high of 116 was 28 points and net decline from Octo- 
ber high was 4 points to year-end close of approximately 
110. In 1940 the May-June break took the same index 
down 29 points from 107 to 78, (Please turn to page 424) 





capacity operation becomes a kind of 
new “normal” for many industries; and 





under that condition production indexes 
adjusted for previously normal seasonal 
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variations become distortions of the real 
picture. For instance, steel volume may 


Vaan 


PP clit. * 





be at virtually unchanged capacity levels 
throughout the first half of the year, but 





the familiar adjusted indexes of steel out- 
put will show considerable month-to- 
month fluctuation. 
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And where actual seasonal fluctuation 
does occur, its scope and timing may be 





greatly changed. For example, the pat- 
tern of the motor industry is changed 





by the fact that the manufacturers are 
allowing for priorities and other inter- 











ferences with their normal production 
later in the year. Hence, they are build- 











ing up record-breaking stocks of cars. 
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a are many uncertain- 
ties in the 1941 picture but 
the outlook for industrial ac- 
tivity is not one of them. It 
ended the year 1940 at a new 
all-time high level. It will 
move on to still higher levels. 
It is rolling along on what 
looks to be pretty much a one- 
way road. The chief brake 
on its speed is inadequate 
capacity of factories and mines. 

A specific business forecast, without important qualifi- 
cation, can be made with a clear conscience only under ex- 
traordinary circumstances—but present circumstances 
are, indeed, extraordinary. So let us venture going on 
record with the following: 

For the first quarter of 1941: Rise in the Federal Re- 
serve Board index of production to a level in the close 
vicinity of 141 by March. An average production level 
for the quarter close to 137, which will be approximately 
17 per cent higher than a year ago and some 20 per cent 
higher than the most active quarter of 1929. 

For the year 1941 as a whole: Aggregate industrial vol- 
ume probably 14 to 18 per cent higher than in 1940; a 
national income between $81,000,000,000 and $83,000,- 
000,000, against approximately $75,000,000,000 last year; 


RECORD VOLUME 


IN SIGHT, WITH 
PROFIT OUTLOOK 
MIXED FOR LEAD- 


ING INDUSTRIES 
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an increase of between 1,500,000 and 2,000,000 in employ- 
ment; a gain of 7 to 9 per cent in general merchandise 
trade; an increase of probably 20 per cent or more in in- 
dustrial construction; an increase of 25 to 30 per cent in 
output of durable goods; and a gain of 10 to 20 per cent 
in aggregate industrial profits despite higher taxes. 

The chief points of doubt raised by analysts who are 
less confident of the business outlook are: (1) war un- 
certainties, such as a possible collapse of English resis- 
tance or a negotiated peace, either such contingency 
implying a termination of British war orders and a shock 
to security and commodity markets; and (2) the business 
rise in the closing months of 1940 was abnormally sharp, 
it rested in greater degree upon private spending than 
actual armament activity, it was accompanied by specu- 
lative expansion of inventories, and this combination of 
circumstances may produce a corrective reaction within 
the first three to five months of 1941 such as followed in 
due course the advances in production during the final 
quarters of both 1939 and 1938. 

These points are, of course, worth thoughtful consid- 
eration. Let us examine them in the order presented. 

If England should be knocked out, we would be under 
the strongest kind of pressure to increase our own na- 
tional defense spending. The increase would more than 
balance the elimination of British war orders. As for a 
negotiated peace, the question is: what kind of a peace? 
Obviously, a peace on German terms would not permit 
us to scale down our defense effort. Neither would an 
uneasy, unstable peace negotiated by temporarily ex- 
hausted belligerents. The alternative—a peace dictated 
to a Germany beaten at arms or brought to her knees 
by internal collapse—appears to be the most improbable 


THE MAGAZINE OF WALL STREET 








of 1 
meri 
casts 
As 
ter 7 
situa 
1939 
war 
ginn 
Briti 
tor, 
time 
A 
ness 
mati 
back 
force 
invel 
men 
pros} 
whet 
ance 


Es 
try | 
back 
more 
deliv 
com 
latec 
orde 
ordn 
cons 
trica 
bran 

A 
certs 
vide 


JAN 











loy- 
dise 
| in- 
t in 
rent 


are 
un- 
»SiS- 
ney 
ock 
ness 
arp, 
han 
-Cu- 
1 of 
thin 
1 in 
inal 


sid- 
1. 
der 
na- 
han 
ra 
ce? 
mit 
an 
ex- 
ted 
ees 
ble 


=ET 








PREVIEW 
for I9DAI 


BY GEORGE W. MATHIS 


of 1941 contingencies, so improbable that it does not 
merit consideration as a qualification of the business fore- 
casts made heretofore. 

As regards the second point of doubt on the first quar- 
ter prospect, the similarity between the present economic 
situation and that at the start of the years 1940 and 
1939 is superficial. Neither U.S. armaments nor British 
war orders were factors at the start of 1939. At the be- 
ginning of 1940 our armanent program was unborn and 
British war orders constituted merely a speculative fac- 
tor, for, while Europe was officially at war, it was at the 
time a puzzling war of inaction. 

A major rise in business activity, such as that wit- 
nessed during the second half of last year, does not auto- 
matically and inevitably demand prompt corrective set- 
back. It depends upon the strength of the expansionist 
forces at work. It depends upon whether production and 
inventories have reached levels which prudent business 
men must consider excessive in relation to current or 
prospective consuming demand. It depends upon 
whether order backlogs continue to increase, hold in bal- 
ance with production or decline below production. 


Huge Backlogs 


Especially as regards durable goods, American indus- 
try begins the new year with by far the hugest aggregate 
backlog of orders on its books in its history. What is even 
more significant, new orders are continuing to outrun 
deliveries—and will do so probably for some time to 
come—in virtually all industries in which volume is re- 
lated in major degree to primary or secondary armament 
orders. Such is the situation in aircraft, shipbuilding, 
ordnance, steel, machine tools and machinery, heavy 
construction, the motor industry, rail equipment, elec- 
trical equipment, various types of chemicals and some 
branches of the textile industry. 

Armament spending on a huge and rising scale is a 
certainty. On top of the many billions already pro- 
vided, deficiency appropriations of $%1,000,000,000 to 
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$2,000,000.000 for the current fiscal year are probable 
and it is already semi-officially revealed that the budget 
for the fiscal year beginning next July 1 will approximate 
$17,000,000.000, of which $10,000,000,000 will be for na- 
tional defense expenditures. 

It is hard for the human mind to grasp the real signifi- 
cance of such great sums and to visualize their full im- 
plications for direct, secondary and tertiary stimulation 
of economic activity. Producing facilities will be pushed to 
capacity, new capacity will be built as rapidly as possible, 
and the new capacity will in turn be pressed to the limit. 

Up to the present war, it was the consensus that our 
major economic problem was in the field of distribution. 
We knew how to produce more goods than we could find 
markets for. Consider the transformation now brought 
Total demand for goods has mushroomed to 
Pro- 


about. 
levels we did not dream of eighteen months ago. 
duction can not satisfy the demand for some time to 
come. Production—for the duration of the armament 
program—has become the problem. 

Inevitably this means either firm or rising prices, bot- 
tlenecks, priorities, shortages of various types of goods. 
In such a setting business men have extraordinary rea- 
son to maintain relatively large inventories, and such a 
policy can only be regarded as involving abnormally 
small speculative risk. If that is so, inventory liquida- 
tion—which played so large a role in the 1937-1938 de- 
pression and in the intermediate business reactions of the 
early months of 1939 and 1940—can not be expected to 
figure in the 1941 first quarter picture. For that matter, 
considering the ever-increasing stimulus of the arma- 
ment spending projected throughout 1941, there is scant 
basis for supposing that we will see any significant in- 
ventory deflation at any time in the vear. 

As in not a few years of the past, spring floods may 
temporarily interfere with production in certain impor- 
tant industrial areas of New England and of the Ohio 
and Mississippi valleys, but on this the business analyst 
has no basis for forecast and such stoppages of produc- 
tion are always made up in due course. 

It will be a year of rising wages but of very few strikes 
in important industries, for strikes are likely to be second 
only to Hitler in general unpopularity with the American 
people. 

It will be a year of general rise in operating costs, but 
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the more flexibie manufacturing industries will neverthe- 
less have profits quite substantially higher than in 1940, 
while among other industries the impact of higher costs 
and higher Federal taxes will vary widely, depending 
upon their individual circumstances and volume pros- 
pects. 

Summarizing the general economic outlook, suffice it 
to say that it is preponderantly favorable for the first 
quarter and for the year. From this point on our survey 
turns to the leading industries for individual appraisal. 


Steel 


Analysis of the current situation and prospects for the 
vital steel industry points to operations at 90 per cent 
of capacity or better for some months to come. Greater 
need for steel in defense of the British Empire indicates 
no slackening in our heavy export demand as long as the 
war continues. And, then, reflecting the needs of our 
own armament program, with the prospect of record- 
breaking demand from such important lines as heavy 
construction, shipbuilding, machinery and machine tools, 
and other lines, the industry is on virtually an emer- 
gency basis. It is thus a reasonable expectation that 
efforts to speed up the defense program and aid to Britain 
will effect a tightening of Government control over the 
industry. Priority applications, as well as the spreading 
of defense work through subcontracts to manufacturers 
not now engaged in such work and the extension of the 
work week, are probable. Plant expansions, now actively 
under way in the industry, will serve to advance volume 
further. 

From the current perspective, then, volume in the stcel 
industry in 1941 is likely to be record-breaking. The 
profit outlook is relatively not so bright, what with close 
Federal supervision of prices, rising material and labor 
costs and the definite prospect of higher Federal normal 
income taxes. It is believed possible, however, that any 
advance in steel wages may be counterbalanced by a 
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reasonable price adjustment—possibly enough to offset 
the higher costs. 
result from operation of larger capacity plants in 1941, 


owing to construction recently completed or now under | 


way. And, finally, confinement of excess profits taxa- 
tion in 1941 to the invested capital base (reported now 
under consideration) would do no harm to the major por- 
tion of the industry in view of the trade’s heavy invest- 
ment. Earnings probably will exceed those of 1940 in 
most cases. 


Building 


Under the heavy stimulus of the defense program, the 
long-lagging building industry finally has developed a 
vigor of unprecedented proportions. The 1940 awards 
volume in heavy construction is believed to have broken 
all records, and with the bulk of defense plant building 
to be actually accomplished this year, further new rec- 
ords are in sight. Significant among recent developments 
in this industry is a sharp rise in private plant construc 
tion, which now gives indication of topping the 1940 vol- 
ume by a wide margin. This development is based on the 
tidal wave of Federal and public construction awards. 
Perhaps the outstanding current item for Federal de- 
fense construction is shelters for trainees, involving an 
expenditure of approximately $650,000,000. This being 
a rush job, completion is likely to be accomplished in a 
few months. Government placements for defense con- 
struction now exceed $1,000,000,000, though the actual 
spendings of these allocations totals only about $300,- 
000,000. The non-defense residential building division 
holds forth less promise, with higher personal taxes, 
military service, and the possibility of rising costs likely 
to retard construction of higher-cost homes. 

Again, price controls, high and rising labor costs and 
the likelihood of increased Federal normal income taxes, 
detract from the profit outlook, although it appears cer- 
tain (unless Britain wins the war and thus makes large 
scale armament on our part unneces- 
sary) that the industry is headed for 
one of its years of good earnings. Since 
plant construction is basic to speeding of 
the armament program, the industry 
may be expected to hit a fast pace, with 
the benefits of priority institutions. 
Higher normal taxes naturally will slow 
down the rate of profits growth, but the 
potential restriction of the excess profits 
tax base to invested capital will not make 
a great deal of difference to the industry. 
particularly to the strongly-situated 
cement companies. 


Machine Tools 


Trend to thorough mechanization of 
military equipment has brought an over- 
whelming demand for machine tools, 
which, as a result, represent the outstand- 
ing major bottleneck of our defense pro- 
gram. Output in 1940 was doubled over 
1939, and the 1941 prospect currently 
points to a gain of about a third over 
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' coordinated, industry-wide program for 
| raising machine tool output. Prospective 
' broadening of defense production to pro- 
vide increased supplies for Britain will 


the approximate $400,000,000 machine 
tool production of last year. First item 
on the docket of the newly-created super 
defense council is the working out of a 


cause greater pressure on the industry, 
although it is likely to have all rights of 
way as to priorities. Necessary expan- 
sion of facilities is a tough problem for 
the industry from several standpoints— 
emphatically as to how new facilities will 
be manned. The “out” to this problem 
may well be the recruiting of skilled 
mechanics from the consumers durable 
goods trades. 

Favored by huge backlogs of orders 
and substantially protected as to ma- 
terial costs, this industry at present faces 
a record-breaking year from the volume 
standpoint. The profit outlook, too, is 
relatively good, although considerable 
trouble would be caused if the proposed 
confinement of excess profits taxes to the 
invested capital base is effected. This is so because of 
the comparatively low invested capital base of many 
companies in the industry. In spite of tax vulnerability, 
however, earnings for 1941 are likely to look impressive 
in relation to the numerous lean periods experienced by 
the industry. 


Wide World Photo 


Aviation 


Looming large in the structure of the defense program 
is the aircraft manufacturing industry. Backlogs are 
piling up to such astronomical figures that they have 
virtually ceased to be significant, except as to tacking 
on theoretically a few more years of capacity production 
for the industry. With the year-end backlog estimated 
around $4,000,000,000, including foreign orders for over 
$1,000,000,000, there is talk of an additional $2,000.- 
000,000 program for the British. As in the case of the 
machine tool industry, plant capacity and labor supply 
are factors hamstringing deliveries. An official of the 
Bureau of Labor Statistics sees the necessity of more 
than doubling the industry’s. current labor force of 
203,600 by August, 1941. The industry’s volume this 
year should top all records by a considerable total. 
Confining excess profits taxes to the invested capital base, 
however, would hit the industry hard, since it would no 
longer be able to fall back on its far more favorable 
average earnings base option. 

The young and growing air transportation industry 
is in good earnings position in spite of forthcoming dif- 
ficulty in securing equipment and pilots, due to neces- 
sitous speedup of our armament program. Decision of 
the industry last year to turn over planes and motors on 
order to the Government will not necessarily have a se- 
riously adverse effect on earnings. The rate of revenue 
expansion very likely will be decreased, but the situation 
also will call for elimination of competitive and expensive 
moves to improve equipment and a rise in the load factor 
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Bombers for Britain on the Lockheed assembly line. 


on present equipment. This more intensified use of 
current equipment should make for favorable profit 
margins in 1941. Tax-wise the industry is in a favored 
spot, because of special exemptions. Such exemptions 
exist when net for any year is not greater than the sum 
of air mail revenues and the usual exemption applicable 
to other corporations. Thus, while the industry would, 
of course, have to pay increased Federal income taxes, 
it may again be exempt from excess profits taxation in 
1941 


Non-Ferrous Metals 


Under the heavy impact of scores of large Govern- 
ment munitions contracts, the non-ferrous base metal 
producers again have entered a big-business period of 
their typical cycle. Prices of copper, lead and zine have 
advanced in the face of Government disapproval, but 
the price situation has been kept fairly well under con- 
trol, reflecting in some degree the indications (in the 
cases of copper and lead) that further increases might 
be met by falling back on Latin-American surpluses. 
As a matter of fact, the recent Government purchases 
from Latin America have the effect of creating new dis- 
tinctions between domestic producers and those having 
both domestic and foreign mines. Viewing the prospect 
and assuming that the defense program will continue in 
full swing, we believe the non-ferrous metal industries 
are in line for a considerable period of high operating 
rates, with volumes this year likely to exceed those of 
1940 in impressive fashion. Price controls, higher labor 
and materials costs and increased Federal normal income 
taxes will restrain profits gains, though in the forepart 
of the year, at least, it still is likely that the aggregate 
net income will exceed that of the corresponding 1940 
period by a high percentage. The potential change of 
excess profits taxation to an invested capital base only 
would make no substantial difference to a major part of 
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the industry, though there are several outstanding excep- 
tions to this—pointed out in our December 28, 1940, tax 
article. 

The outlook for gold and silver mining companies is 
unpromising for 1941, in view of the likelihood of a con- 
stant selling price (for gold at least) against enlarged 
labor and equipment costs and increased taxes. In fact, 
an actual serious threat exists to domestic gold producers 
that better business emanating from the defense program 
may bring inflated materials costs and wages, with no 
likelihood of an offset in the form of higher prices for 
the industry’s product. The Canadian industry would be 
harmed should the Government there discontinue the 
premium price of $38.50 an ounce or otherwise take a less 
generous attitude toward the industry. Vulnerability to 
new taxes is generally existent, with increased normal 
taxes sure to cut substantially into earnings. Additional 
difficulties are likely to result if the excess profits tax 
should be restricted to the invested capital base, as 
against the much more advantageous average earnings 
base. 


Shipbuilding and Shipping 


With Britain pressing us for more and more ships of 
all types and our own needs enormous in line with aims 
to produce a two-ocean Navy as well as further naval 
units to police the entire Western Hemisphere, the ship- 
building. industry is on the way to a prosperity rivaled 
only by the World War boom. Shipbuilding has perhaps 
the longest major cycle of any major industry; in fact, the 
peak of this cycle is hit after the end of a great war 
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when the carryover work is continued for the later final 
windup. The NDAC recently announced that it has 
allocated the staggering total of $7,700,000,000 for its 
present naval construction and alteration program. Of 
this aggregate, $3,800,000,000 has been assigned to ship 
construction alone, while the remainder will be used for 
armor, equipment, and armament, to be contracted for as 
the ships approach completion. Recently, a $100,000,000 
deal was closed by the British for construction of ships 
here, but there are millions more, both in British funds 
and indirectly through us, ready to finance as many more 
ships as our booming industry can turn out for the dura- 
tion of the war. With this huge business to be done and 
all shipbuilders expanding, volume in 1941 promises to 
break all records since the World War. Despite Govern- 
ment profit restrictions, net income, too, is likely to be 
the largest in many years, particularly since the greater 
use of yard facilities is cutting overhead charges. Ship- 
building time, in fact, has been reduced materially in all 
divisions. The likely larger normal Federal income taxes 
will be absorbed with little difficulty, but confinement 
of excess profits taxation to the invested capital base 
would find the industry rather vulnearable in some 
instances. 

With regard to shipping, coastal operators’ prospects 
appear favorable, but profit margins are likely to be 
narrow and earnings may show no great improvement 
over 1940. Lake traffic, on the other hand, is likely to be 
unusually heavy; the 1941 iron ore shipping season (be- 
ginning in April) is likely to start with stocks about half 
the normal reserves, indicating possible record-breaking 
movement of ore for the year. In any event, the biggest 
so-called “kick” in the shipping industry comes from 
British purchases of old vessels here, reflecting heavy 
shipping losses. Thus, any great improvement in earn- 
ings in 1941 may be confined to those companies capable 
of selling or chartering their vessels at profitable levels. 


Metal Fabricating 


Following years of relatively indifferent operations, 
the metal-fabricating industry is in the midst of a major 
boom, with prospects bright for 1941. It is possible 
that, even more important than direct Government busi- 
ness, are the record-breaking orders flowing from those 
companies making goods on Government contract, so 
that business in this industry is even better than it 
appears on the surface. The current year will be 
one of the industry’s best from the volume standpoint, 
though profit margins will depend to a considerable 
degree on what happens to inventory prices. Large com- 
mitments made in raw materials will accentuate the 
importance of the price swing. Expanding earnings will 
take higher Federal normal income taxes in stride, and 
canceling of the average earnings option for excess profits 
taxation in 1941 would make little difference to the 
majority of companies in the industry. 


Equipments 


This broad grouping covers a number of different 
industries, including electrical equipment, railroad equip- 
ment, agricultural equipment and office equipment. 
Railroad equipment manufacturers are favored by a pick- 
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up in buying by railroads and by large defense-program 
orders. In many instances, armament orders far exceed 
the placements by the railroads, and the industry closed 
the past year in the unusual position of having had a 
successful year and facing prospects for an even bigger 
year. Just recently the Association of American Rail- 
roads stated that 100,000 new freight cars would be 
required over the next 12 months to handle increased 
traffic; production has not reached this level in any year 
since 1925. As for armament business, this is simply a 
matter of capacity operations on virtually whatever 
armaments the railroad equipment companies are pre- 
pared to turn out. With the full effect of defense busi- 
ness yet to be felt, materially heavier volumes are in 
sight for 1941. And, with a generally large capital base, 
the industry’s profits on the whole would not be hurt 
much by confinement of excess profits to the invested 
capital base. 

Effect of the defense program on the electrical equip- 
ment industry likewise is growing. Since rearmament 
may produce an electric power shortage of 1,500,000 kilo- 
watts in key industrial areas of the nation by 1942, 
according to a report submitted to President Roosevelt 
by Leland Olds, chairman of the F P C, the electric light 
and power industry is likely to expand in 1941 at the 
highest rate since 1930. ‘I'his 1s contingent on ability to 
finance the program, but it seems likely that the SEC 
will work along with the industry in this respect. Prelim- 
inarily, it would appear that the electric light and power 
industry will enter the year with a construction budget 
of from $700,000,000 to $800,000,000 for 1941. This would 
compare with about $640,000,000 for 1940 and with 
modern peak of about $920,000,000 in 1930. With 1940 
a big volume year and 1941 indicating still greater vol- 
ume, the industry may be expected to take the antici- 
pated rise in Federal normal income taxes in stride, 
though it would not fare well on the whole with the pro- 
posed restriction of excess profits taxes 
to the invested capital base. 

While the agricultural equipment in- 
dustry to date has received but small 
orders for defense materials, a large 
future volume is indicated, in line with 
World War experience. The industry’s 
fiscal year ends in most cases October 
31, and it is estimated that farm equip- 
ment sales for this period reached about 
$500,000,000, compared with $406,000,- 
000 for the 1938-39 fiscal year. Exports 
were up somewhat, but with practically 
the entire European continent now cut 
off, it seems unlikely that this fiscal 
year’s exports will be as good. The 
domestic outlook is favorable (taking 
the Department of Agriculture’s estimate 
of about $9,000,000,000 farm income for 
1940, compared with $8,500,000,000 in 
1939 and considering preliminary indi- 
cations of at least well-maintained farm 
income for 1941), but unless faster bene- 
fits accrue from the defense program, the 
industry’s volume increase in 1941 may 
be small compared to some of the gains 
likely to be experienced by the more 
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Courtesy Chevrolet 
Section of the final assembly line of Chevrolet trucks. 


direct armament beneficiaries. The industry, neverthe- 
less, is not generally vulnerable to changes in excess 
profits taxation which would confine such taxes to the 
invested capital base, with the consequence that profits 
are not likely to be hit on this score. 

Some benefits have been indirectly experienced by the 
office equipment industry in reflection of our arming, 
but these have been at least fully offset by the virtual 
elimination of the European Continental export market. 
Aside from such stimulation as might materialize from 
manufacture of precision devices for defense materials, 
the industry is likely to benefit from the expected higher 
level of purchasing power, the high degree of obsolescence 
in domestic business machines and the necessity of 
further labor-saving devices, due to loss of employees 
for military service. A moderately higher volume this 
year over 1940 is a logical expectation, but the industry 
is not well situated from the tax standpoint, its invested 
capital base being relative low. 


Chemicals 


The 1940 prospects of this industry are discussed 
in detail in a special survey in this issue from pages 385 
to 394. 

Autos and Accessories 


Winding up the year in record-breaking style, the 
automotive industry experienced fourth quarter car and 
truck registration of about 1,000,000 units, the first time 
such a mark has been attained for that period. Dealers 
are now estimated to have about 450,000 cars on hand, 
and efforts are being made to build these inventories to 
about 600,000 cars, the thought being full-blast produc- 
tion before the armament program encroachment be- 
comes extreme. As a matter of fact, reliance on the auto- 
motive industry to aid in speeding defense work is 
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certain to become heavy in 1941, and by early summer 
there may be considerable,curtailment of normal automo- 
tive output. Absorpffon of part of the automotive indus- 
try by the munitions industry is likely to bring some 
disruption of profit margin as airplane parts, machine 
guns and other armament items roll out of the factories. 
Detroit manufacturers alone have on their books over 
$1,000,000,000 of armament contracts, and $500,000,000 
more is scheduled to be allotted by aircraft manufac- 
turers this spring. With munitions included, the sales 
volume of the automotive industry (including the well- 
situated truck end of the business and automotive acces- 
sories) is likely to surpass the 1940 volume this year by 
large totals. 

Profit margins may be shrunken in several ways, how- 
ever, including disturbances to labor supply by the de- 
fense program, higher material and labor costs, complexi- 
ties of partial changeover to armament production, the 
current and prospective heavy stocking by consumers in 
anticipation of higher prices, and larger taxes. Adversely 
affected now by excess profits taxes, the industry in the 
main would be hard hit by confinement of excess profits 
taxation to the invested capital base, since the average 
sarnings base is more advantageous in most instances. 


Oii 


Suffering from chronic overproduction and surplus 
inventories, the oil and gasoline industry wound up the 
year in a comparatively favorable position, considering 
the low prices obtainable for gasoline and the loss of 
export business. Large cuts in crude output and a spurt 
in gasoline usage has more lately improved the situation; 
in fact, it was recently stated by H. F. Sinclair, chair- 
man of the executive committee of Consolidated Oil 
Corp., that stocks of crude oil above ground and gasoline 
inventories are not excessive, in view of the higher de- 
mand likely in 1941. Meanwhile, in connection with 
recommending the level at which production be sect in 
January, the Bureau of Mines forecast an increase of as 
much as 8% in demand for all oil products in 1941, 
Significance of this may be realized in the fact that com- 
bined oil products volume was at a new record in 1940, 
in spite of a diminution in exports of about 30% last 
year. Profits in 1941, however, may not fare particularly 
well, unless the price base becomes more solid than it was 
last year. Excess profits tax base changes as currently 
discussed, nevertheless, would make little difference to 
the industry, in that it has a high invested capital base, 
and better earnings, as well as volume, may reasonably 
be forecast for 1941. 


Railroads 


Reflecting the progress of the defense program and 
related activities, gross revenues last year are estimated 
to have reached the best levels since 1930. Since loadings 
are not yet fully reflecting defense production, a con- 
tinued uptrend appears in prospect for this vear. One 
interesting consideration in this respect is that the de- 
fense industries are still rather loosely organized, with 
the consequence that the various stages leading to the 
finished product often involve long shipments. From the 
viewpoint of competition, too, the ra*roads have been 
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improving their position; the loss of traffic to trucks may [ 
have reached its maximum. This does not apply to pas- > 
senger business, however, which (aside from the com- 


muter division) still is giving ground to the airlines, 


though the use of modern streamlined coaches has stimu- | 


lated coach travel. 

While large advances in carloadings are definitely in 
sight for the railroad industry, profit prospects are much 
less favorable. Thus, maintenance expenditures in the 
final quarter of 1940 were so much heavier than in the 
corresponding period of 1939 that net income during the 
period is believed to have been smaller. Similarly, this 
year, to prepare physical properties for the estimated 
advance in traffic, equipment budgets are unusually 
large. There is the possibility, too, that priorities might 
interfere with the obtainment of some of this necessary 
equipment. Additionally, high labor and materials costs 
as well as larger taxes are likely to impair profit margins, 
but the industry’s invested capital exemption gives it 
invulnerability to excess profits taxes. Many rail bonds 
have a much improved status and outlook. 


Utilities 


In an article on page 318 of the December 28, 1940, 
issue, the present situation and 1941 prospects for the 
utility industry were analyzed. We suggest reference to 
this article for our detailed views on utilities. 


Paper 


Stimulated by the war into a period of relatively high 
prosperity, the paper industry appears to be headed for 
another big year in 1941. The comparative stability 
which featured the industrv’s operation in the latter part 
of 1940 is likely to continue, though an ending of the 
war or return of large Scandinavian exports to this 
country would deflate the industry here materially. 
Prices generally have been confizmed for the first quar- 
ter, covering the newsprint, white paper and kraft board 
situations, though there may be some quick upward 
changes in box board, jute liner board and kraft paper. 
with corresponding effect on profits. Since the year 1940 
witnessed operations here on the basis of the higher prices 
and higher production rates induced by the war, and 
inventories were heavily built up, a record was estab- 
lished that will be difficult to top by a wide margin. 

Nevertheless, from current indications of high indus- 
trial and public purchasing power, the industry may be 
able to exceed somewhat its 1940 sales this year. Profit 
margins, however, are likely to be smaller, unless prices 
are increased substantially. Those paper makers or con- 
verters who are constrained to buy their pulp will be 
adversely affected by higher material costs, with resultant 
restriction of earnings. 


Coal 


The decline in soft coal production arising from build- 
ing up of inventories to mitigate the effect of higher 
prices under Government regulation can hardly be con- 
sidered more than a temporary affair, in view of rapidly 
moving defense preparations and the basic part played 
by bituminous coal, especially in the steel industry. 
Costs, meanwhile, have been stable (wage agreements 
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have worked well), both in bitumimous and 
anthracite. The anthracite industry is looking 
forward to continuation of its production con- 
trol, though this can by no means be assured, 
since former efforts at voluntary control have 
failed. A high level of industrial and public 
purchasing power promise good demand _ for 
1941, and with prices up both for bituminous 
and anthracite coal, profit margins are likely to 
be larger in spite of higher general costs. Wage 
agreements, which expire early in 1941, however, 
may cause difficulties in this respect. Strong 
situation as to invested capital base helps the 
profit prospect. 


Foods 


The food industry in its numerous classifica- 
tion is at a disadvantage in the current defense 
economy, in spite of the powerful basis for im- 
proved demand noted in the succeeding para- 
graphs on retail trade and merchandising. This 
is so because its necessitous character gives it a 
stability which in the main tends to iron out 
peaks and valleys, the industry having one of 
the smallest basic economi¢ cycles of any major 
trade. 

While it is thus likely that the 1941 rise in 
national income will sharply stimulate many of 
the higher priced food items which tend to be 
luxuries, it is questionable if the anticipated 
greater volume over 1940 and possibly. higher 
prices which may be instituted this vear in some 
sections will be sufficient to offset increased taxes 
on the regular Federal normal income tax basis. .\ con- 
siderable part of the industry would be severely affected 
on confinement of excess profits taxation to the invested 
capital base, since its advantage lies in the average earn- 
ings option. For a number of companies in the food 
lines, therefore, 1941 may be a year of somewhat sinaller 
profits than in 1940, though only because of larger ma- 
terials, operating and labor costs, as well as increased 
taxes. 


Retail Trade 


While the numerous divisions of this grouping are 
not, by and large, direct beneficiaries of the armament 
program, they stand to experience material stimulation 
through the growth in national income resulting fror 
our armament. The 1940 national income is estimated 
to have reached about $75,000,000,000, the largest since 
1930 and comparing with $82,068,000,000 in 1929. 
Owing to lower prices and living costs, however, the pur- 
chasing power of the 1940 income exceeded that of 1929 
and on a per capita basis was only moderately below that 
of 1929. Significant, too, is the fact that by December 
of last year, national income payments had risen close 
to the level of 1929. Thus, available dollar purchasing 
power should shortly (if it is not so at present) be on 
the 1929 plane, and, with the real rise in armament out- 
lays still ahead, an all-time high national income figure 
is possible for 1941. 

Generally, there is some time lag between an increase 
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in income paid out and the consequent rise in retail 
sales. Especially does this apply to sales of higher priced 
consumers goods, since many people like to feel secure 
before making commitments. Accordingly, the longer 
the period of rising national income the 
will be its stimulating effect on retail sales. Noteworthy 
is the fact that should retail commodity prices rise. the 
physical volume of general business would be held down 
after a while, but for the time being the imitial result 
would more likely be a forward spurt in anticipatory 
huving by consumers. On the whole, then, volume out- 
look for retail trade is particularly promising for 1941. 
In fact, a dollar volume of sales comparable to that of 
1929 would (at current priccs amount) to a rise in physi- 
enl volume of trade of around 20% over 1929. However. 
price considerations, priorities resulting in difficulty of 
obtaining goods, labor costs and taxes deaden the profit 
outlook. while in such fields as cigarettes, clothing, cos- 
meties, department stores, household equipment, furs, 
jewelry. liquor, luggage, musical instruments, refrigerat- 
ors, restaurants, shoes, soap, sporting goods and related 
lines, low invested capital bases point to high excess prof- 
its taxes in 1941 and, accordingly, impaired profit margins. 


more mtense 


Amusements 


Prospective high national income for 1941 is likely to 
bring an attendance level equal to, or exceeding, the 
record of 4,400,000.000 admissions of 1937. This is a 
strong possibility in spite of (Please turn to page 430) 
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Behind the Scenes 
On Total Defense 


i siiiissiaiiinivniin attitude and policy on BY E. 


defense have undergone a radical change in 

recent weeks. Formerly the idea was to 

build a moderate-sized armament industry, 

with such speed as might be commensurate with caution, 
supplementary to, and without disrupting, normal busi- 
ness operations. 

Now the hope is to make every industry an arsenal, 
put the nation on a war footing, submerge private busi- 
ness to defense needs, never mind the cost, stop worrying 
about what will happen after the war, and turn out arms 
faster and still faster. 

This transition was not sudden. It has been evident 
within administration circles for some time. But the 
President’s Christmas week broadcast and his message 
to Congress bring the new policy out in the open and 
drive it home to Congress and the man in the street. 
Now it’s “all-out” defense, and by defense the adminis- 
tration means helping England defeat the Axis. 

Does this mean war? It may, eventually, if the Axis 
cares to construe it as such. Under his present intention, 
which is correctly presented by his public words, Pres- 
ident Roosevelt is not planning on going to war to aid 
Britain, but circumstances may develop under which we 
will find ourselves actually shooting whether or not there 
is any declaration of war, and the Army and Navy are 
getting on to a war footing as rapidly as possible. But 
at present the plan is to keep the United States a non- 
belligerent ally of Britain, giving her all material aid 
short of fighting forces operating under our flag. To make 
this country the “arsenal of democracy” our industry 
must be put on a war footing and our people must de- 
velop a war psychology, and the administration is exert- 
ing every effort to bring this about. 


376 





ee ¥ First task is to give England what she 

wants, and give is the word. There will be 

agreements for return or repayment in kind 

or commodities or something sometime, 
hut without any quibbling over how the “dollar-less debt” 
may be settled in the future. Arming of our own forces, 
supplying our own civilian needs, will be deferred if 
England’s urgency demands, and our Army and Navy 
may even be stripped of present equipment if necessary. 
Whatever England can spare may be sent to Greece and 
China on the same basis. 


Production Schedules Revised Upward 


Next job is to gear up armament production to meet 
our own defense needs at the same time we supply 
England, if the two can be done at once. It will take 
some time to do this, but Washington is figuring on a 
long war. This means expansion of defense production 
far beyond the present program, which is based on sup- 
plies of all sorts for an army of 1,200,000 men plus quick 
access to equipment for an army of 2,000,000. Production 
schedules are being redrawn to supply an army of 
4,000,000 men in addition to whatever production facili- 
ties Britain may require. Since most British orders will 
be placed through this government, this means a defense 
effort more than double the size of the program Congress 
approved last year. 

It is now obvious to the administration that last year’s 
plan for getting production is inadequate. We talked of 
industrial mobilization, but we hardly even approached it. 
The method was to give contracts to concerns already 
making military equipment or closely comparable articles, 
building new plants where necessary. Now these concerns 
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are booked to capacity or beyond, and the new plants 
are not yet completed and will be inadequate when 
they are. 

Now we are coming to real industrial mobilization, 
which entails entirely different methods of doing busi- 
ness. Everything must give way to considerations of 
total defense—nearly everything, for some peace-ways 
will hang on for a long time. If industry doesn’t perform 
as desired, the government will get tough, and if labor 
causes too much trouble the government will get tough 
with it too. 


War Department Lists 10,000 Factories 


More and faster production is the need. New plants 
will be built, especially for such things as powder which 
can’t be produced elsewhere. But the greatest reliance is 
being placed on utilizing existing plants large and small, 
converting them from peace-time commercial business 
into units of our arsenal. It takes too long to build new 
factories, make new machine tools and other specialized 
equipment, train new shifts of skilled workers. So exist- 
ing machinery and workers scattered all over the country 
will be used, and if this interferes with production for 
other purposes it will be an unfortunate but necessary 
by-product of all-out defense. ' 

The steps are to locate the factories, allocate the orders, 
find the workers, and maintain a supply of raw materials. 
The War Department has listed some 10,000 factories 
capable of making military equipment or components 
and most of these now have such orders, but their capac- 
ity is not enough. Primary contractors having huge 
orders are being urged, may be forced, to sub-contract 
orders for parts all the way from partial assemblies down 
to rivets and bolts. When they can place sub-contracts 
conveniently the Defense Commission locates a plant 
which can do the work. A special office of small business 
cooperation has been set up, using the machinery of the 
Federal Reserve Banks and 15,000 local commercial 
banks, to list all types of factories, large and small, idle 
or busy, which could possibly be converted to make 


something useful for the defense program. “Ghost 
towns” are being surveyed for possibilities. Small 


manufacturers in many industrial centers are 
pooling their machine tools and_ production 
equipment and dividing up orders which 
otherwise would have to be placed with 
a single large plant. We are moving 
toward the British “bits and pieces” pro- 
gram under which thousands of little 
machine shops, garages, and even home 
and farm workshops may be used to 
make parts for a warship or an airplane. 

Our program has far outgrown the air- 
plane industry or the munitions industry 
as such. Almost every industry will soon 
be more or less a defense industry. Plans 
are being perfected to make even greater 
use of the automotive industry to produce 
aircraft, and if present unused capacity is 


Wide 


not enough, production of civilian auto- National Defense drive—Top, 
mobiles will be curtailed. The same may Knudsen; Center, Stimson; Left, 
Knox; Lower right, Hillman. 


apply to refrigerators, steam boilers, toys, 
almost everything. 
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World 
The Big Four in the speeded 


This decentralizing and sub-contracting system also 
helps relieve the shortage of skilled labor, for in every 
community there are a certain number of skilled trades- 
men and others capable of being trained on short order 
who would not normally move to big production centers 
but who can be put to work on defense in their home 
towns. Many of these skilled workmen, such as _tool- 
makers in automobile plants, work at their trades only 
parts of the year and do less strategic jobs in between. 
A big program of apprentice training is under way, 
coupled with attempts to reclassify and sub-divide skilled 
trades, but there are still some troubles with this, such 
as union opposition to short-cuts. Plans are under 
discussion, but have not yet been put into practice, 
to prevent employers from “raiding” other plants and 
luring away skilled workmen with higher wages. 

The 40-hour work-week with time-and-a-half 
beyond will be kept as long as the administration can do 
so, Which will be quite a while, but efforts are being made 
to induce unions to suspend rules under which night, Sat- 
urday and Sunday work automatically brings extra pay 
regardless of the number of hours worked; this would 
permit continuous operation of machinery with several 
shifts at straight wages or over-time pay only for work 
actually beyond 40 hours. Labor’s right to strike will not 
be curtailed, but the administration will use pressure to 
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force conciliation and to prevent exorbitant union de- 
mands or strikes for minor causes. Still officially un- 
decided is the union demand that labor law violators get 
no defense contracts, but the targets of union complaint 
are still getting orders. 

Raw material supply is not yet considered a major 
problem. Shortages which have developed here and 
there have been due to fauty timing of delivery dates, 
overlapping of orders, poor planning on the part of con- 
tractors, and similar causes which can be avoided by 
skillful administration. Heretofore the Army and Navy 
have placed orders as they could, and the “clearance” by 
the Defense Commission was largely perfunctory. Now 
the Commission is exercising its advisory function more 
critically, assigning orders and delivery dates in a way to 
prevent local shortages of materials. Inventories are being 
checked carefully, and defense contractors will not be 
allowed to place frantine orders with all possible suppliers 
in the hope that at least one will be able to deliver. 


Government Considers Capacities 


Our capacity to produce and import raw materials 
may be taxed somewhat, but the government is accumu- 
lating reserve stocks of the most important ones and no 
severe pinch is anticipated. Primary metal production 
is being expanded voluntarily, and if the pace is not 
sufficiently rapid the government will not hesitate long 
before going into production itself. This is a hig bone 
of contention right now with respect to steel. Many 
administration planners have no patience with the worries 
of the steel industry over what will happen to new steel 
plants after the emergency is past, and plans are being 
made to build a government steel mill if and when this 


seems advisable. 





Courtesy White Motor Co. 


Scout car chassis coming off the assembly line. 
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Capacity to produce both raw materials and finished 
articles can be stretched greatly by priorities and ration- 
ing. The administrative machinery for forcing priorities 
on machine tools and metals is ready for use, but volun- 
tary methods have been sufficient to date. Under a 
priority system the government or defense contractors 
get first call on delivery, and less urgent orders must 
wait indefinitely. Behind all these plans lurks the gov- 
ernment’s power to commandeer private industry and 
force a plant to produce war material. The mere threat 
of such action probably will make its actual use un- 
necessary. The government men know that they can’t 
operate a factory as efficiently as its own management, 
and they have every reason to believe that they will get 
all necessary voluntary cooperation. The only troubles 
may come in inducing a plant to give up a lucrative pri- 
vate business and convert to defense production, but 
‘ationing of materials can be used to induce such con- 
version before it is necessary to threaten expropriation. 

Those who failed to heed the President’s warning about 
trying to continue a “business as usual” policy are due 
for some rude jolts. Our defense program is now the 
moral equivalent of war, and its economic equivalent 
also. Usual business will be continued as long as possible 
and the transition to a war footing will be as gradual as 
possible, but it must give way wherever and whenever 
defense necds demand precedence. No profiteering will 
be tolerated, and if present laws are not adequate there 
will be new ones. There is a difference of opinion in the 
administration as to whether business profits on the 
whole will be somewhat larger or somewhat smaller than 
in recent years under the present and projected excess 
profits taxes, but there is agreement that we are entering 
a period of profitless prosperity where industry will be 
exceedingly active but no group will reap huge financial 
gains. Commodity prices will be 
controlled by new legislation if 
necessary, but the present pol- 
icv of publicity and voluntary 
cooperation is expected to suf- 
fice for some time. 

All-out defense calls for new 
administrative methods on the 
part of the government, but 
these are being improvised as 
necessity demands, and no new 
over-all set-up will be advanced 
by the administration. Congress 
will discuss various plans for a 
war industries board or its equiv- 
alent, but the President insists 
he needs no additional powers 
now and that his present organi- 
zation is the best. The new 
four-man Office of Production 
Management, with Knudsen the 
practical boss, will be given a 
chance to function before Con- 
gress steps in. This is a needed 
improvement, since with the first 
big orders placed the time has 
come to pay more attention to 
actual production and deliveries, 

(Please turn to page 426) 
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‘. is probable that only a minority of companies listed 
on the New York Stock Exchange will be able to show 
major gain in equity earnings in 1941. For the majority, 
expansion in earning power will be either modest or non- 
existent because of higher taxes or limited gains in vol- 
ume or inability to adjust prices to higher operating 
costs. 

Intelligent choice of common stocks for price appre- 
ciation is, therefore, difficult but not impossible. We 
present herewith and briefly analyze ten issues which we 
believe offer better than average promise. Among the 
many attributes considered, chief attention was paid to: 
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have been greatly expanded under the nnpetus of large 
orders for munitions and ordnance. On October 31, last, 
the company’s backlog of unfinished orders totaled $115.- 
611,801, of which $93,300,000 were war work. Orders on 
hand included U.S. Government orders for tanks, muni 
tions parts, pontoons and miscellaneous equipment, as 
well as large British orders for shells. An original order 
for 329 tanks was placed with the company in October, 
1939, and recently the total of such business had risen 
to 3,454 units. 

The company’s latest report, covering the six months 
period to October 31, last, disclosed a profit of $823.655. 
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(1) essential relation to national defense; (2) excep- 
tionally favorable volume prospect; (3) ability to trans- 
late increased volume into materially higher equity 
profits, taking into account operating flexibility and vul- 
nerability to higher taxes. 

The majority of these issues are of relatively volatile 
type; and all, of course, are influenced by the general 
market trend. Because we regard the near term trend 
as uncertain, we do not advise immediate purchases. 
Our market article, appearing in each issue, will recom- 
mend purchases when we think the timing is prudent, 
and will subsequently offer counsel on the liquidation of 
such commitments at the time we thmk appropriate. 


American Car & Foundry 
American Car & Foundry has long ranked as one of 


the foremost manufacturers of freight cars and other 
types of railway equipment. In recent months activities 
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equal to $2.84 a share on 289,450 shares of 7% pre- 
ferred stock. In the same period of 1939, the company 
reported a loss of $1,746,678. This most recent report, 
however, reflects in only a small measure the company’s 
potential earning power under the impetus of defense 
orders. Probabilities are strong that over the next twelve 
months, sales will substantially exceed the high level of 
recent years—$47,700,000 in 1938. Increased sales vol- 
ume should be accompanied by wider profit margins. 
Particularly noteworthy is the fact that earnings could 
exceed $8 a share for the common stock, before the com- 
pany would be liable for excess-profits taxes, computed 
at the invested capital option. It is unlikely that divi- 
dends will be resumed on the 599,000 shares of common 
stock in the near future, although the possibility that 
some payment may ultimately be made is enhanced by 
the fact that the preferred shares are non-cumulative. 
At last reports financial position of the company was 
eminently secure. Among issues favored in a war setting 
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the common shares of American Car 
& Foundry would appear to possess 
well founded speculative appeal. 


United States Steel 


A backbone American enterprise, 
“Big Steel” now is in the prosperity 
phase of its typical cycle. The huge 
needs of the British, and demand aris- 
ing from our own gigantic armament 
program, come at a time when ex- 
panded plant, particularly in the light 
steels, has helped lower conversion 
costs. In any event, the company 
never reaches high profits unless ac- 
tivity permits heavy utilization of the 
entire enterprise. Since activity 
promises to be at an exceptionally 
high rate for some time to come, earn- 
ings are likely to be large this year, in 
spite of the outlook for higher taxes 
and operating costs, as well as tighter 
Government controls. 

Indications are that net income in 
1940 exceeded $8 a share after all 
taxes and that these earnings are ex- 
empt from excess profits taxes. In fact, 
the estimated exemption from excess 
profits taxes (which on the invested 
capital base runs up to about $10.50) 
represents partial ground for consid- 
ering the stock attractive. The esti- 
mated earnings for 1940 would com- 
pare with net income equal to $1.83 
a share for 1939 and a deficit equal to 
$3.79 a share in 1938. The $346.800.- 
000 spent for plant in 1935-39, with 
the result of placing the company in 
a strong position in the current period 
of high activity, came from income 
and the sale of $100,000,000 deben- 
tures. Capitalization consists approx- 
imately of $198,775.000 funded debt. 
including subsidiary bonds not guar- 
anteed and subsidiary purchase money 
obligations, 3,602,811 shares of 7%, 
$100 par, cumulative preferred and 
8,703,250 shares of no par common. 


Baldwin Locomotive 


This company not only is a major 
manufacturer of locomotives, but, 
through a controlling interesi in the 
Midvale Co., it has a large and prof- 
itable stake in one of the best arma- 
ment units in the country. Less im- 
portant subsidiaries, such as the Bald- 
win-Southwark Corp., further diver- 
sify the company’s activity by giving 
it an interest in heavy machinery. 
Thus, Baldwin’s revenues might be 
said to be derived from three major 
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sources dependent upon both peace 
and war. 

Net income in 1940 probably was 
near $1.75 a common share, which 
would compare with $0.41 a share in 
1939 and a deficit equal to $1.09 a 
share in 1938. The amount of com- 
mon stock outstanding approximates 
1,028,000 shares (voting trust certifi- 
cates) of $13 par. Remainder of 
capitalization includes $6,468,000 
funded debt, exclusive of pledged 
bonds, 71,167 shares of 7%, $30 par 
cumulative preferred and 620,971 war- 
rants, each permitting purchase of one 
common share at $15 to September 
1, 1945. For the 12 months ended 
Sept. 30, 1940, the company reported 
net income equal to $1.04 a share, 
compared with a deficit of $0.71 a 
share in the corresponding 12 months 
preceding. The company’s backlog 
of orders was at the large aggregate 
of $153,000,000 on Nov. 30. This was 
more than double the sales in the 12 
months ended Sept. 30, 1940. It is 
noteworthy that a large part of the 
above backlog was not munitions 
work, and further substantial orders 
from the railroads are likely this year. 
Improved earnings are in prospect, 
with no excess profits payment under 
the present law until earnings reach 
around $3 a common share. Although 
redemption of bonds, which would 
force conversions into the common, is 
a possibility, the potential high ar- 
mament profits, which are only in the 
beginning stage, should represent an 
offset. 


Amerada Corp. 


This corporation differs from other 
major oil companies in that it is en- 
gaged almost exclusively in a single 
branch of the business—extraction of 
crude oil, which represents the strong 
section of the oil industry. The com- 
pany’s producing wells are located on 
a million acres of land mainly in Okla- 
homa, Texas, New Mexico, Kansas, 
Louisiana and California. Amerada 
has been highly successful in its explo- 
ration and drilling activities and 
proven reserves have increased sharp- 
ly in each of the past nine years. In 
fact, on a per-share basis, the com- 
pany’s proven reserves are reported 
to be larger than those of any other 
oil unit in the industry. 

Capitalization consists simply of 
788,675 shares of no par capital stock. 
Net income last year is estimated to 


THE MAGAZINE OF WALL STREET 





ace 


was 
Lich 
> in 
9 a 
»m- 
ites 
tifi- 


000 
ged 
par 
‘ar- 
one 
ber 
led 
ted 
ire, 


ths 
log 
ate 
vas 


is 
the 
yns 


ar. 
et, 
ler 
ich 


ld 
Ais 
ar- 
he 
an 


la- 


O- 





have been around $2.10 a share, which 
would compare with $1.56 a share in 
1939 and $2.07 a share in 1937. The 
company follows the conservative 
practice of deducting intangible drill- 
ing costs, geological expenses and lease 
rentals from current earnings, and it 
has financed property developments 
entirely out of earnings without im- 
pairing financial condition which has 
been consistently strong. Although 
the company is in line to pay an ex- 
cess profits tax for 1940 and higher 
taxes are faced for this year, the oil 
industry is in materially improved 
position, indicating expanded sales 
and earnings for this strongely-sit- 
uated unit. Contributing to the bet- 
ter outlook for 1941 is the rapid 
growth in consumption of such prod- 
ucts as Diesel fuel and aviation gaso- 
line, which, of course, stimulates de- 
mand for crude oil. Rising develop- 
ment of a wide range of synthetic 
chemicals likewise gives the situation 
promise. 


Timken-Detroit Axle 


Timken-Detroit Axle is the largest 
manufacturer of front and rear axles 
for heavy duty commercial vehicles, 
a distinction which it has held for 
more than a generation. Timken’s de- 
signs and products were used exten- 
sively in the first World War by the 
Allied armies. Through close co- 
operation with the United States 
Army, the company had obtained, 
even before intensification of our de- 
fense plans, large orders for a variety 
of equipment, including special motor 
truck axles, power drives for armored 
tanks and numerous types of gun 
carriages. - 

The company over the past decade 
has followed a distinct fundamental- 
growth pattern; in 1939 net income 
per share equaled $2.62, or more than 
two times the 1929 net income per 
share, while dividends paid in 1939 
were 21% times the 1929 total. Under 
these conditions and with the pros- 
pect excellent, the stock now is ap- 
proximating an all-time high level. 
Last year the company began report- 
ing on a fiscal year basis and net in- 
come for the 12 months ended June 
30, 1940, was shown equal to $3.69 a 
share (capitalization consists simply 
of 988,075 common shares of $10 par), 
after $1.11 per share reserve for ex- 
cess profits taxes. Current heavy 
backlogs assure capacity operations 
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for some time ahead, and since it is 
likely that the six months just ended 
represented record-breaking earnings 
for the period, the current fiscal year 
should witness substantially higher 
earnings than in the past fiscal year, 
in spite of the certainty of higher 
taxes and increased operating costs. 


Crucible Steel 


One of the largest producers of 
allov and specialty steels, Crucible 
long has been a maker of high grade 
carbon and corrosion resisting special- 
ties which have been gaining in im- 
portance since the World War period. 
The company played an active part 
in the World War as a maker of mu- 
nitions, but, unlike many other 
munition makers of that time, did not 
destroy or dismantle its armament 
making facilities after the war ended. 
Result is some advantage in this re- 
gard. Among the items produced are 
armor piercing shells, gun forgings, 
torpedo parts, periscope tubes, sub- 
marine radio masts, torpedo launching 
tubes and similar items. Its specialty 
steels extend into many branches of 
our armament preparation. 

The capital structure consists of 
approximately $11,000,000 funded 
debt, including the recent $10,000,000 
issue of 314s for refunding the for- 
merly outstanding 414s. An issue of 
334,320 shares of 5%, $100 par pre- 
ferred is followed by 445,320 shares 
of no par common stock. The above 
preferred replaced last year the old 
preferred issue on which there were 
accumulated dividends of $40.75 a 
share. Through this action, the pros- 
pect for common stock dividends was 
materially enhanced. Since the new 
preferred is convertible on the basis 
of one share for two shares of com- 
mon, further rise in the common 
would be likely to bring some con- 
versions (particularly if it appeared 
that the preferred might be called and 
the common were placed on a substan- 
tial dividend basis), but even with 
full conversions, likely earnings still 
would be large. On the basis of anti- 
cipated earnings of around $10.50 a 
common share for 1940, profits would 
be reduced to around $5.75 on a full 
conversion basis, but the position of 
the common would be made stronger 
through the elimination of a section 
of the senior capitalization. Excess 


(Continued on page 426) 
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Wide World Photo 


Bottoms 


and Britain 


Can English Shipping 
Losses be Made Up? 


BY V. L. HOROTH 


As the war progresses, indications point more and 
more toward a great concentrated German attack on the 
British Isles as a means of controlling the Atlantic sea- 
lanes and of ending the war. Success of the British in 
withstanding such an assault will depend upon their 
ability to draw on the resources of practically the entire 
world outside of Continental Europe. The question of 
financing the flow of military supplies from the United 
States’ factories, now gradually lining up, was discussed 
in the preceding issue. No less important is the ques- 
tion of the transportation of supplies from overseas to 
Great Britain under intensified German attack, involv- 
ing, among other things, the neutrality of the Irish Free 
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State, the necessity of more escort vessels and fighter 
planes for convoys, the extended patroling of sealanes, 
and the reserves of merchant tonnage. It is with the last 
point that this article will concern itself, since it is by 
providing merchant tonnage that we can render most 
vital aid to Great Britain when the big attack comes. 

When the war started, the British Empire, France and 
Poland had about 24,000,000 tons of their own shipping. 
In addition, about 3,000,000 tons were chartered from 
the neutrals, so that the total merchant tonnage at the 
disposal of the Allies at that time was about 27,000,000 
tons, compared with 41,000,000 tons available to the 
First World War Allies at the time of armistice. With 
the convoy system organized promptly and with the 
danger of submarines kept in check by aircraft patrols, 
the combined British, Allied and neutral losses were kept 
down to about 40,000 tons per week from September, 
1939, to May, 1940. Newly-constructed ships, purchases 
from abroad, and captured German vessels practically 
balanced the losses sustained during this relatively “inac- 
tive” period of the war. At the same time, the lowered 
efficiency had taken up the slack in the volume of the 
international trade. Freight and charter rates, which 
had gone up immediately after the outbreak of the war, 
fell again, indicating that the supply of shipping was 
apparently sufficient. 

However, the situation changed drastically following 
the collapse of France. The bulk of French shipping was 
withdrawn, but it was more than replaced by some Dan- 
ish vessels and most of the ocean-going Norwegian, Dutch 
and Belgian fleets, a considerable part of which was 
already chartered by the British. Hence, the net addi- 
tion was comparatively small, but the British Ministry 
of Shipping must have had under its control last summer 
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at least 30,000,000 tons of the total world merchant 
tonnage of 68,000,000 tons. 

While the British have thus assembled what is prob- 
ably the largest merchant fleet, the opportunity to pur- 
chase or charter other merchant shipping has greatly 
diminished. All the remaining fleet, the Swedish, the 
American, the Japanese and the Russian—to name the 
more important—have been cither prohibited from carry- 
ing merchandise to the war zonc or limited strictly to 
national trade. Hence, thie losses suffered by the Allies 
since June could not be made up, except by new building 
or by drawing on what was left of American laid-up ship- 
ping. A large fleet of tramp steamers, totaling about 
1,500,000 tons, some of which were already chartered, 
was, however, added to the Allied merchant fleets follow- 
ing the invasion of Greece by Italy. 

With the Germans at the Atlantic and Channel ports 
attacking the convoys not only with submarines, but also 
with bombers, surface raiders, E-boats, and new types 
of mines, the weekly losses soared since June to over 
90,000 tons a week, equivalent to over 4,500,000 tons per 
year. According to British Admiralty reports, the British, 
Allied and neutral losses up to November 3 aggregated 
about 950 vessels of 3,650,000 gross tons, to which by 
now (the first week in January) 


Although the British have made strenuous attempts 
to ration imports in order to save cargo space, the abso- 
lute need for ships has been, nevertheless, increasing. 
Relocation of about one-third of British imports from 
the nearby markets, the Netherlands and Scandinavia, 
to more distant sources, Canada and Australasia, is one 
of the causes. Another reason is the growing dependence 
upon overseas supplies, partly as a consequence of the 
dislocation of British industrial plants and partly because 
of gradually materializing aid from the Dominions and 
the United States. It has been estimated that at least 
one-third of available Allied tonnage, or about 9,000,000 
tons of shipping, is constantly shuttling between British 
and North American ports. 

Of course, it is impossible to estimate the effect of all 
the various tangible and intangible factors, but it seems 
that if the present rate of sinking is to continue, the 
available reserve tonnage may not last very long under 
intensified German attack. Ronald H. Cross, Minister 
of Shipping, speaks of 1941 as the “crucial” year for 
British shipping, and Leslie Hore-Belisha, former War 
Minister, has estimated recently that one year’s new 
construction would cover not more than fifteen weeks’ 
losses, while the windfall of tonnage inherited from the 





must be added some 900,000 
tons. Including German and 
Italian losses, estimated at fully 
600,000 tons, and marine casul- 
ties, the shipping tonnage lost 


Identified Merchant Vessels Sunk up to Nov. 27, 1940 


(According to Marine Engineering and Shipping Review) 
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Allies, he said, would be dissipated in less than two years. 

Although the potential British shipbuilding capacity is 
about 2,000,000 tons of merchant ships, it is doubted that 
even the peak output of the last war—1,350,000 tons 
in 1918—could be attained. Not only has the volume of 
repair work grown tremendously, but it is estimated that 
fully one-half of British shipyards’ capacity is taken up 
by naval construction, which can be met more advan- 
tageously at home than abroad. In the last war, repair 
work is said to have increased about 80 per cent in 1917 
and 1918, and the docking of British naval craft for 
repairs in 1917 was tenfold that of peace times. 

The Empire countries, such as Canada, Australia, 
British India and South Africa, will be able to build a 
greater number of merchant ships than during the last 
war, besides carrying out some limited naval program. 
But despite this, Britain will have to rely again chiefly 
on the United States for additional tonnage, when her 
present reserve becomes exhausted. 


American Reserve Tonnage Near Exhaustion 


Fortunately for us and for Great Britain, we had, 
when the Second World War started, a merchant fleet 
aggregating about 8,150,000 tons (excluding lake and 
river tonnage), compared with the merchant fleet of only 
1,834,000 tons in 1914. On the other hand, most of this 
fleet was over-age and inefficient, and over 20 per cent, 
or 1,736,000 tons, was laid up as of July 1, 1939. 

The war, however, changed the employment of our 
merchant marine to such an extent that considerable 
competition for our ship bottoms has developed in recent 
months. In the first place, some of the most efficient 
ships were delivered to the Navy as auxiliaries under the 
“two-ocean” naval program. Secondly, with the competi- 
tion from other countries sharply reduced, our merchant 
marine found more and better employment in foreign 
trade. Despite the withdrawal of some 100 ships from 
European services (except Lisbon) , the tonnage engaged 
in foreign trade is actually higher than before the war 
started. Thirdly, as a result of higher charter rates and 
of the rise in price of ships, some 200 laid up as well as 
active ships of over 1,000,000 tons were sold or trans- 
ferred to foreign registry since the war started. Thus, 
despite the additions made to our merchant fleet, as the 
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vessels ordered by the Maritime Commission were de- 
livered, the total merchant tonnage was down to about 
7,553,000 as of October 1, 1940. The laid up tonnage is 
rapidly disappearing; the Maritime Commission has now 
about 55 ships left out of the original 116. Most of these 
would require considerable repairs before they could be 
placed in operation. 

With the reserve of idle American tonnage nearing 
exhaustion, a proposal has been made recently that Amer- 
ican merchant ships now being built should take over 
British shipping routes over an extensive Pacific area, 
thereby releasing British ships for war service in the 
North Atlantic. 

Another suggestion is that we take some 43 immobilized 
foreign vessels (chiefly Danish and Italian) for the use 
of the British. The Government is said to be studying 
the delicate problem of ways to acquire title to these 
ships. 

The only other possible source of tonnage is new con- 
struction in this country. However, our 34 private ship- 
building organizations are already fully employed for 
years ahead, either on the merchant marine replacement 
program or on the unprecedented naval construction 
under the “two-ocean” fleet program. On January 1, 
1940, there were 185 commercial vessels of 1,509,000 
gross tons under construction, chiefly as a part of the 
Maritime Commission program calling for the building 
of 500 ships of 3,950,000 tons in 10 years. In addition, 
private shipyards were working on 302 naval ships of 
1,633,000 (displacement) tons. Including that of naval 
shipyards, some 4,300,000 tons of naval and commercial 
shipping was contracted for or under construction now 
as compared with 1,700,000 tons a year ago. 


Increased Construction Facilities Planned 


Under these circumstances, the needs of the British for 
merchant shipping could be met (1) through speeding up 
of the existing construction, so as to release more over- 
age vessels, and (2) by building new shipways and ship- 
yards. Considerable progress has meen made in the 
speeding up of construction through standardizing and 
simplifying ship design and by reducing the amount of 
work done prior to launching. Already one of the recent 
ships delivered was launched in less than six months 
after the laying of the keel. In this way, the capacity 
of our shipyards, which was about 170 ships early in 1940, 
could possibly be increased to 220 or more ships. One 
of the first topics before the new Congress will be accel- 
eration of the Maritime Commission original goal of 
50 ships a year to 100 in 1941, and possibly 150 in 1942. 
Undoubtedly more than one way will be tried to afford 
ship-aid to Great Britain. 

As to the enlarging of our shipbuilding capacity, the 
most expedient way would probably be through the 
expansion of existing plants, rather than the building of 
new shipyards. More shipways per shipyard are favored 
by Admiral Emory S. Land, Chairman of the Maritime 
Commission, as well as H. Gerrish Smith, president of 
the National Council of American Shipbuilders. 

However, the British have already contracted with 
the Todd Shipyards Corporation for the building of two 
new shipyards, with 20 shipways, one in South Portland, 
Maine, and the other in (Please turn to page 422) 
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For the Chemical Industry... 


Another Record Year in Volume 


And in Scientific Achievement 


- year the chem- 


PART I—EXPANSION, 

ical industry, true to its 
ROLE IN NATIONAL ij padition of making new 
DEFENSE, NEW RE- high records whenever a 


general business upturn 
SEARCH TRENDS is under way, did the 
largest volume of busi- 
ness in its history, far 
exceeding the boom year 
1929 and running well 
ahead of its previous record year, 1937. 

Total production in the industry of all important prod- 
ucts, including staple heavy chemicals as well as the 
new and faster growing innovations, at the end of last 
year was running more than 50% ahead of the 1935 
level. This is an achievement that can be equalled by 
no other major industry in the country, particularly 
when it is considered that the gain is part of a steady 
upward trend and is not due primarily to unusual 
conditions. 

It is true that the national defense boom in all indus- 
try is partly responsible for the high rate of chemical 
operations, but, even before this got under way, the 
industry was well on the road back to its 1937 rate of 


BY ROBERT P. EDWARDS 
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business, which was roughly 40% above that of 1935 

Very little of the chemical production during the year 
went into munitions. Our big munitions plants are 
mostly still being built, and while other production of 
goods for defense has stimulated chemical activity, most 
of the production went into naturally expanding peace 
time uses, new products and new industries created by 
research which have yet to reach the limits of then 
markets. 

Rayon, lacquers and protective coatings of all kinds, 
activity in textiles, glass and paper, a multitude of 
solvents and allied products, and a thousand minor uses 
all played a part in the growing demand for chemicals 

Augmenting this, the still new plastics industry, new 
because it has a dozen new products and a hundred 
new markets, although it is not young in years, is 
really getting into its stride as a major consumer of 
chemicals. 

Like all years of productive activity, last year was 
also a year of important plant expansion. Du Pont. 
Allied Chemical, Union Carbide and Carbon Corp.. Dow 
Chemical, Monsanto and Mathieson all either built o1 
started to build major new facilities. Dow, Carbide and 
Monsanto got going on what will be for each of them 
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new projects of the first rank, running in eventual cost 
up to around $15,000,000 each 

These plants would have been built, war or no war, 
to supply unsaturated markets for new things. Besides 
these peace time projects, which will of course also have 
war time uses, the chemical industry is supervising the 
construction of munitions and nitrate plants for the 
Government with a total cost of $100,000,000 and which 
may well run to $200,000,000 or more before the pro- 
gram is complete. These plants will be financed with 
Government funds and will be operated by chemical 
companies on a fee basis so that they will produce little 
in the way of additional earnings. However they will 
be important consumers of other chemicals. Besides all 
this, a number of important synthetic rubber plants are 
being built by the chemical industry as well as by rub- 
ber and oil companies. 

There is every indication that in 1941 the chemical 
industry will have an even bigger year than in 1940, 
again surpassing all records in production. Plants in 
every field will be pushed to capacity and stocks, already 
low, will be reduced to a minimum. 

Profits of course will depend on taxes, and there is 
still the chance that additional burdens may be imposed 
upon industry this year. On the basis of present taxes, 
however, earnings will probably exceed those of 1940 
by a comfortable margin indicating that while the long 
range upward trend of the chemical industry has been 
slowed down, it has not been stopped. 

Since the chemical industry depends comparatively 
little on costly raw materials it is less likely to be 
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rationed than many other industries in case any shorv- 
ages develop. Since principal raw materials are such 
things as coal, air, water, limestone, salt and petroleum, 
it is not likely that labor costs will put up raw maferial 
costs very much, with the exception of coal. 

The industry, operating at its present capacity and 
making allowance for new construction nearing com- 
pletion, should be able to fill domestic demand for the 
majority of its essential products without too much 
trouble. Some attempt may be made to obtain a larger 
share of South American markets in line with the pres- 
ent national policy to increase our trade with Latin 
America. However the volume of business available is 
not large enough to be a vital factor in comparison with 
the huge domestic demand developing. South America 
is far from being an important chemical consumer. 


No Major Change in Prices 


No great change in the chemical price structure or in 
pricing policies is likely. There may be some stiffening 
of prices in products that have been held down to unprof- 
itable levels by excess capacity, such as alcohol, but no 
sharp increases are expected. New products that increase 
in production and demand will be reduced in cost and 
therefore in price, in line with the established policy 
of the industry. 

The chemical industry successfully resisted attempts 
to raise prices and held off speculative buyers during 
the incipient boom in 1937, and will continue to keep 
its price structure in balance during the coming year. 

The industry’s place in national defense is in notable 
contrast to the situation 25 years ago when America 
faced the first World War. Then we had no chemical 
industry worthy of the name. The country was able 
to build powder plants and munitions plants under 
orders from the Allies but was completely out of the 
running when it came to supplying our own needs for 
the more complicated organic chemicals that had come 
from Germany. Dyes, the lifeblood of our textile indus- 
try, were cut off in one stroke, and drugs were an even 
more serious loss. 

Now there is no important chemical or group of chemi- 
cals that we do not make and in many divisions of 
chemical technique we are superior to any one else in 
the world. There are one or two drugs of vegetable ori- 
gin such as opium and quinine which are not made 
synthetically, but synthetic substitutes may be found 
even for these. 

As soon as the war got under way chemical producers 
started making the few remaining heavy chemicals 
needed by industry which had previously been imported 
from abroad. 

While America has not sufficient supplies of synthetic 
nitrogen to take care of a full scale supply of high explo- 
sives for our own war time use and at the same time 
supply industrial and agricultural demand for nitrates, 
we have sufficient supplies of nitrogen and ammonia in 
various forms made by various processes to take care 
of any immediate emergency. Meantime, the new nitrate 
and ammonia plants being built under Government order 
will probably be completed in time to meet real large 
scale needs for munitions. 

Toluol, raw material for TNT, previously made only 
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by the coal tar chemical industry, is now also 
being made by new processes and in new plants 
by the oil refiners who have been leaders in 
research in synthetic organic chemicals from 
petroleum. 

There has been much concern over prepara- 
tions to produce sufficient supplies of synthetic 
rubber to provide for our needs in the event 
that trouble with Japan cut off supplies from the 
Far East. Surplus stocks of natural rubber on 
hand will take care of our needs for a while and 
meanwhile Du Pont, Standard Oil of New Jer- 
sey, Phillips Petroleum, Goodyear and Goodrich 
are all building synthetic plants. 

In this connection it should also be considered 
that many of the plastics that are not consid- 
ered in the class with synthetic rubber or even 
as rubber substitutes could in an emergency be 
used for nearly every important rubber use ~ 
except automobile tires. The new vinylite plas- 
tics of Union Carbide, for example, can be used 
for insulatien, molding small articles, and for 
raincoats and rubber overshoes. 

Supplies of synthetic rubber depend in great 
part on the production of certain organic chemi- 
cals, notably butadiene made from petroleum, 
and acrylo-nitrile made from coal tar. Acrylo- 
nitrile at present is made principally by Ameri- 
can Cyanamid Co., while butadiene is made by 
several of the leading oil refiners. It is probable 
that such experts in petroleum gases in the 
chemical field as Dow Chemical and Union Car- 
bide will also produce this material eventually. 
Several different processes, all using petroleum 
as a starting point, are used by petroleum com- 
panies to make the new rubber. Du Pont will have a 
production of 18,000,000 pounds annually of its neoprene 
rubber which starts from an acetylene base. 

The growing importance of petroleum chemistry is 
one of the most important research developments in this 
industry in recent years. For some time the big oil refin- 
ers, notably Standard Oil of New Jersey and Shell 
Petroleum, have been making synthetic alcohols, sol- 
vents and glycerine from petroleum gases. Union Car- 
bide’s chemical division was another one of the first 
important factors in this field, using first natural gas 
and then refinery gases. 

Now the chemieal industry is expanding into this field 
in a major way with two new plants being built by 
Union Carbide and Dow Chemical in Texas, each of 
which will cost in the neighborhood of $15,000,000 before 
the projects are complete. Carbide will make more sol- 
vents and alcohols and also very probably will eventu- 
ally make some butadiene for synthetic rubber. 

Dow’s plant, primarily for the production of magne- 
sium metal from sea water, will also have an important 
unit producing organic chemicals from _ petroleum. 
Petroleum seems well on the way to rival coal tar as 
an essential source of organic chemicals. 

No field of chemistry is more in the public eye at the 
moment than the rapidly growing production of new 
plastics, partly because of the increasing permeation of 
plastics into all phases of industry and their wider use 
in every day articles, but also because of their eventual 
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This “atom smasher" of Westinghouse shatters the cores of atoms 


in fundamental studies of matter. 


importance in the defense program. Plastics may become 
substitutes for metals in many uses, and already plastic 
plywood airplanes for training purposes are in use. 

While Bakelite, one of the most important plastics, 
made from phenol which is carbolic acid, and formalde- 
hyde, made from wood alcohol, is at least thirty years 
old, it is still growing rapidly due to improvements that 
have been made in the product and new uses that are 
being found. Notable among new fields is its use as a 
glue for laminated plywood, making a much stronger 
weatherproof product. 

Another of the older plastics, nitro-cellulose, known 
as celluloid, is now mainly used as a base for lacquers 
having been supplanted by the newer cellulose acetate, 
the same material as celanese rayon. 

The real story of the plastics industry, however, lies 
in the number of new materials that are coming out one 
after another. While it takes some time to bring each 
one through the development stage, once this is passed 
their progress into industry in volume is rapid. While 
it is conceivable that some day the perfect plastic, com- 
bining all the valuable qualities needed in these materi- 
als, may be found, it is much more likely that a wide 
range of materials will move forward together for a 
variety of specialized uses. So far there is little real com- 
petition among the different kinds on the market, partly 
because the field is still almost a virgin one and partly 
due to the different qualities of each. 

The two fastest growing (Please turn to page 422) 
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Investment Status of 


the Chemical Equities 


BY J. S. WILLIAMS 


PART 11—LONG 
TERM PROSPECT 
FAVORABLE, BUT 
TAXES NOW TAKE 
HEAVY TOLL 


N. other group of common 
stocks has gained and held the 
same measure of investment es- 
teem as have the shares of lead- 
ing chemical companies—and for 
reasons which are readily appar- 
ent. The chemical industry has 
a record of consistent and profit- 
able growth unmatched among 
major industries. Generous ex- 
penditure of money for research has enabled the industry 
to develop new products and processes and greatly 
expand the markets for older products. In 1937 total 
sales of chemical products exceeded the 1929 level by 
20 per cent, while the sales of all manufactured products 
were still 14 per cent under the 1929 level. Aggregate 
net income, moreover, of leading chemical companies in 
1937 was 2 per cent greater than in 1929. In addition 
the industry has been favored by freedom from labor 
problems, and raw material costs are low in relation to 
the value of finished products. Competition among lead- 
ing manufacturers although aggressive has never been 
chaotic. 

With this background, it is hardly surprising that the 
chief market characteristic of chemical stocks has been 
the high price-earnings ratio at which they have per- 
sistently sold. Recently the shares of seven leading chem- 
ical companies were quoted at prices which averaged 
about 24.5 per cent of the average earnings for the years 
1936 to 1939 inclusive. In specific instances average earn- 
ings for this period were capitalized from 17 to 34 times. 
Investors have willingly paid these substantial premiums, 
feeling that in time they would be fully justified by the 
strong growth factor inherent in the industry. 

Paradoxically, however, the close of 1940 found many 
of the leading chemical stocks selling in the lower half of 
the year’s price range, with some of the favorite invest- 
ment issues virtually at their lows for the year. 

Of the many cross currents set in motion by the Euro- 
pean war, none has left in its wake greater investment 
disappointment than that responsible for the adverse 
market action of some chemical shares. The market 
showing of the group has been counter to all expectations 
both before and during the first months of the war. 
It was reasoned then that the domestic chemical indus- 
try, literally born during the First World War and con- 
ceived of the necessity of supplying the chemicals and 


materials shut off from Europe, would share handsomely 
both directly and indirectly in armament and defense 
business. There is no intention here to dispute the logic 
of this reasoning. It was correct as far as it went but 
unfortunately it did not go far enough. 

From the evidence in hand there is nothing to indicate 
that the long term growth of the industry has been even 
temporarily arrested. Sales of leading chemical manu- 
facturers in the first nine months of 1940 were well ahead 
of last year, and without doubt armament orders and 
defense preparations have contributed importantly to 
these gains. It is true, of course, that losses of export 
business have been fairly substantial, but these losses 
have been more than offset by increased domestic orders. 
No, it has not been any lack of business which has cast 
a blight upon the market action of chemical shares. It has 
been the increasing uncertainty over the ability of chem- 
ical companies to translate larger sales into increased 
profits. For these doubts, increased corporate taxes and 
excess profits taxes are alone responsible. 


According to a compilation made by the New York 
Stock Exchange, 47 chemical companies with shares 
listed, and which reported earnings for the first nine 
months of 1940, had net earnings for that period of 
$194,830,889, or an increase of 14.9 per cent over the 
same period of 1939. Of particular significance, however. 
is the fact that in the third quarter these same companies 
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reported an aggregate decline of 3.2 per cent in earnings 
from the level of the third quarter of 1939. It was in 
the third quarter when most of these companies, aware 
of the provisions of the Second Revenue Bill of 1940, 
elected to charge against earnings for that period pro- 
vision for the increase in the normal corporate taxes, as 
well as the estimated liability for excess profits taxes. 

It is fairly evident that the chemical industry will be 
one of the principal sufferers as a result of the imposi- 
tion of excess profits taxes. The majority of the com- 
panies in this group are modestly capitalized and are 
favored by relatively high profit margins. For this reason 
most of the chemical companies will elect to use the 
“average earnings” base in computing excess profits taxes. 
But the actual relief provided by this method will only 
be relative, as indicated by the fact that in the base 
years 1936-1939, 15 leading chemical companies reported 
average earnings of $122,300,000, whereas the probabili- 
ties are that these same companies in 1940 will show 
earnings of around $170,000,000, or an increase of about 
40 per cent over the base period, before excess profits 
taxes. 

What these tax increases mean in terms of earnings is 
graphically exemplified in the case of Monsanto Chemical. 
In the first nine months of 1940, this company set aside 
tax reserves of $2,350,000, including $750,000 for excess 
profits tax. This total figure was equivalent to about 
40 per cent of net income. The company’s earnings for 
the third quarter last year were equal, after taxes, to 
only 28 cents a share, whereas had allowance been made 
for taxes in effect prior to the passage of the Second 
Revenue Act, earnings would have been equal to $1.07 
a share. 

The heavy toll levied against the earnings of Monsanto 
Chemical in a large measure accounts for the fact that 
the company’s common stock at the end of the year was 
selling only $6 a share above the low for the year, and 
off $34 a share from the high. 


Not All Companies Hard Hit 


While the experience of Monsanto last year was largely 
that of other leading chemical companies, rather than 
exceptional, there are several instances of chemical com- 
panies which appear in a position to meet their tax prob- 
lem on a basis much less expensive to earnings. American 
Cyanimid, for example, will be able to use advantageously 
the invested capital option in computing excess profits 
taxes. During the past ten years the company has been 
engaged in an ambitious program of expansion, achieved 
largely by means of stock exchange for other companies. 
As a consequence the company’s invested capital is pro- 
portionately much higher than that of other chemical 
companies. The probabilities are, therefore, that earnings 
for all of 1940 were in excess of the $2.07 a share reported 
in 1939. 

Incidentally, it is noteworthy that the shares of Amer- 
ican Cyanamid, in marked contrast with the majority of 
chemical issues, are selling practically at their 1940 high, 
a fact which lends considerable support to the contention 
that the impact of increased taxes alone has -been re- 
sponsible for the liquidation and decline in the value of 
the shares of less favored companies. 

Two other chemical issues, Freeport Sulphur and Texas 


JANUARY 11, 1941 











M.W.S. INDEX- 
9 CHEMICAL 
STOCKS | 





o 

°o 
@ 
° 














uo 
° 
~ 
oO 


309 /NDEX 





CHEMICAL (NDEX 


iS 
° 





oa 
° 




















M.W.S. INDEX 
. 309 STOCKS 








a ee 


ASONODJSFMAMJJASON DO 
1939 1940 


























Gulf Sulphur, likewise are quoted near their 1940 highs. 
In addition to the likelihood that domestic takings of 
sulphur last year were the highest on record, exports were 
the highest since 1929. Moreover, the fact that both 
companies are engaged in extractive undertakings permits 
them to make liberal allowance for depletion reserve and 
to that extent their tax liability for excess profits will 
be less onerous than in the case of manufacturing chem- 
ical companies. 

So far there have been no indications that the chem- 
ical industry is threatened with uneconomic plant expan- 
sion for the purpose of meeting defense needs and such 
additions as have been planned to explosive manufactur- 
ing facilities are being made in a manner as to result 
in the least possible dislocation of production under peace- 
time conditions. It is probably a safe assumption that 
the industry as a whole, by reason of its dynamic nature, 
would have no difficulty in absorbing increased plant 
capacity, under more normal conditions, without the 
chaos of overproduction and its handmaiden, un- 
economic competition. 

In the present setting, however, the chemical industry 
offers only selected candidates for current investment. 
Further growth in sales will undoubtedly be experienced 
in 1941, but with even higher taxes threatened, the 
market action of the majority of chemical issues will be 
deprived of the powerful impetus, or even the cushioning 
effect, of rising earnings. It is possible that some further 
deterioration in values may occur, in which event the 
opportunity to acquire long term investments must be 
tempered by the realization that long term investment 
calculations in time of war involve a considerable factor 
of error. As yet the prospect for chemical stocks is not 
serious to the point of justifying general liquidation of 
the better grade issues but holders should realize that 
they are identified with a temporarily static industry so 
far as net earnings are concerned. 
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BUSINESS: Air Reduction Company is the country's second largest 
manufacturer of industrial gases. Products include oxygen, acetylene, 
neon, carbon-dioxide and numerous other gases derived from the frac- 
tional distillation of liquid air and through many chemical processes. 
Sales of oxygen and acetylene provide approximately 66 per cent of 
the company's gross revenues. Welding electrodes, gas welding tools, 
gasoline powered electric welding machines, "dry-ice'’ and medical 
gases are also manufactured. The company's major products are in 
strong demand by all of the heavier industries and sales are currently 
being strongly stimulated by the high rate of activity prevailing in the 
se shipbuilding, railroad, heavy construction and other basic in- 
ustries. 


FINANCIAL POSITION: The Company's financial position is strong. 
There is no funded debt or any other obligation preceding the 2,563,992 
shares of no-par value common stock which are currently outstanding. 
Latest available balance sheet showed total current assets amounted 
to approximately $20,014,000 and were about six times greater than 
total current liabilities of about $3,426,000. Of the total current assets, 
approximately $13,500,000 was either in cash or marketable securities 
while inventories were approximately $2,742,000. Net working capital 
of $16,588,000 was ample for the company's needs. Among the securi- 
ties owned were more than 98,000 shares of U. S. Industrial Alcohol 
Co. stock and since then the company has announced the purchase of 
$2,000,000 of convertible debentures and 28,571 shares of common 
stock of Vanadium Corp. of America for investment. Neither of these 
two companies are controlled by Air Reduction although they both 
parallel the company in some of their activities. 


OUTLOOK: With demand for its own products at peak levels in many 
instances and the prospects improved for the two companies in which 
Air Reduction has its major investment interests the company enters 
1941 in excellent condition. 


MARKET ACTION: Air Reduc- Market Air Reduction’s 
tion Co. Average moves in rel. to avg. 

"37 high to '38 low......... 50% decline 64% decline 22% narrower 

*38 low to ‘38 high......... 69% advance 16% advance 9% narrower 

*38 hi h to '39 low......... 33% decline 34% decline 3% narrower 

*39 low to '39 high......... 50% advance 44% advance 13% wider 

39 high to ‘40 low......... 46% decline 45% decline 2% wider 


59% advance 67% advance 12% narrower 
Average volatility on 6 moves 5% narrower than M. W. S. index of 309 common stocks _ 


COMMENT: Recent price—40. High average yearly earnings prevent 
heavy excess profits taxes. The long dividend record should continue 





























unbroken. 
Long-Term Record 
Net Sales WNetincome NetPer Divi- Price 

Year (millions) OC ee Share A dends A Range A 
ee $21.802 5.973 $2.58 $1.33 74o-25 5% 
11.731 2,294 0.91 1.00 21%4-10%4 
ee 13. 3.193 1.27 1.25 Hyatt 4 
aes 16.171 4.145 1.66 1,50 3734-3014 
. .86: 5.293 2.10 1.83 5734-344 
SR 5 sehons 27.834 7.065 2.79 2.50 ¢ bY 
oo! ee 30.799 7.327 2.86 3.00 0 AY 
See 23.725 3.769 1.47 1.50 5774-40 
aoe 7.613 5.077 1.98 1.50 68 -4514 
1940 3 bios 5% 6.058 4.801 1.77 1,75 *5814-3614 
1939 (9)... 19.951 3.524 = 1.37 oe | ee 

A—Adjusted to stock splits. (9) Nine months. *—To date. 
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BUSINESS: Founded early in this century as a manufacturer of agricul- 
tural chemicals, American Cyanamid Co. has since expanded its line 
of products to a point where they now include dyes, drugs, plastics, 
sulphanilamide and basic materials for the manufacture of synthetic 
rubber of the buna type. Several of the company's products are com4 
paratively recent developments and are filling the places formerly 
held by other chemicals only obtainable from foreign sources. The 
company also manufactures explosives although the bulk of such pro- 
duction will be in the new Canadian plant started last July at a reputed 
cost of $11,000,000. In addition to commercial and agricultural chemi- 
cals, the company manufactures a line of biological medicinal products, 
gypsum building materials, pharmaceuticals, surgical sutures, insecti- 
cides and fumigants. 


FINANCIAL POSITION: While the company is far from being the 
largest in the chemical industry it is outstanding for the strength of 
its financial position. According to latest available balance sheet, the 
company's funded debt stood at $12,024,000 and was followed by 
468,127 shares of $10 par value, 5 per cent dividend preferred stock, 
65,943 shares of Class A common and 2,552,426 shares of Class B 
common. Total current assets amounted to $39,445,230 as compared 
with total current liabilities of $9,040,126. Of the current assets, more 
than $15,000,000 was in cash and marketable securities while $17,276,648 
was in inventories. Net working capital of $30,405,104 was ample for 
the company's needs. 


OUTLOOK: Many of the company's newer products hold considerable 
promise for the future and older products continue in strong demand 
both for industry and defense needs. As a maker of cyanide materials 
used in separating metallic ores in mining and as a producer of highly 
necessary synthetic rubber chemicals the company should benefit further 
as supplies of many imported materials become less available. 








MARKET ACTION: American Market Amer. Cyanamid’s 
Cyanamid B Average moves in rel. to avg. 

‘37 high to '38 low 58% decline 61% decline 44. 9% narrower 
‘38 high to '38 low... 95% advance 16% advance 25% wider 

‘38 high to '39 low... 39% decline 34%, decline 14% wider 

39 low to '39 high... .. 94% advance Yj advance 113% wider 

‘39 high to '40 low......... 27% decline 45% decline 100 narrower 
‘40 low to '40 high......... 54% advance 61% advance 20% narrower 


aennas volatility on 6 moves 14% greater than M. W. S. index of 309 common 
stocks, 
COMMENT: Recent price—36—''B"—The company's plastics and syn- 
thetic rubber chemicals hold better than average prospects for the 
longer term. 

Long-Term Record 





Opr. Net . Price 

t i] Net Per Divi- ange 
Year (millions) (millions) Share dends ““B"’ Stock 
S927 0)....... $3.989 $2.329 $1.5 $0.80 80 -2014 
| So 3.094 350 0.14 a 8Ih- 1% 
ae 4.850 0. a 16} rth 

. ae 5.733 2.496 0.99 0.25 221-1 

| ae 7.739 4.062 1.61 $33 30 -15 
WED oo s.nvs ns 8.828 4.455 1.77 atts 403%4-291/, 
LD 10.142 5.268 2.09 1.60 37-17% 

7.876 2.453 0.91 0.45 3014-151 

1939. . 11.393 525 2.07 1.60 3534-18 

1940 24 Mearpiaie NA 403 1.61 $0 *39Ye-26 
1939 (9)..... NA We Tete. ~ le Sakereceatendts 


3.339 : eee 
(j)—Fiscal year ends June 30 all others Dec. 31. (9)—Nine months. 
s—Also stock. NA—Not available. *—To-date. 
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Chemical Industry 


COMMERCIAL SOLVENTS CORP. 





COMMERCIAL SOLVENTS CORP. 
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BUSINESS: The company is one of the largest manufacturers of com- 
mercial alcohols which include ethyl, butyl, acetone, also neutral spirits 
and whiskey. The commercial alcohols are in good demand by manu- 
facturers of plastics, rayons, covering materials and anti-freeze liquids 
for automobiles. Most of the products are made by fermenting grains 
and cane products in the natural manner as opposed to the synthetic! 
methods used by many of the company's competitors. As a result, the 
price of corn and molasses have a strong bearing upon the company's 
profit margins. Most of the ethyl alcohol is denatured before being 
sold while the whiskeys are sold to rectifiers in bulk quantities. A sub- 
sidiary makes a special grade of carbon black for use by the automobile 
tire trade. 


FINANCIAL POSITION: The company has no funded debt and the 
$1,000,000 note which was outstanding at the close of 1939 was met 
before maturity last June. The sole capital obligation is 2,636,878 
shares of no-par value capital stock. The company's financial position 
is satisfactory with total current assets of $13,865,180 being about 
5.5 times larger than total current liabilities of $2,548,686, according 
to most recent balance sheet. The company's receivables were com- 
paratively high and cash smaller than in previous years. Since then, 
collections have been good and the company has strengthened its 
cash position by a satisfactory margin. 


OUTLOOK: Although the company will continue to depend upon the 
alcohol business for the largest part of its income, new products, such 
as the recently developed revitalizer for flour and other foods, should 
make increasingly large contributions to income. Continued strong 
demand for solvents from all users, including the makers of explosives) 
should assure a reasonably steady market despite the heavy productive 
capacity of the industry. 


MARKET ACTION: Comm'! Market Comm'l Solvent's 
Solvents Aver?ge movesin rel. to avg. 

‘37 high to '33 low......... 12% decline 64% decline 12% wider 

38 low to ‘38 high......... 105% advance 16% advance 38% wider 

*38 high to '39 low......... 28% decline 34% decline 17% narrower 

39 low to '39 high......... 85% advance 44% advance 91% wider 

"39 high to '40 low......... decline 45% — ia wider 

40 low to '40 high......... 10, advance a1 « dvance 61% wider 


Average volatility on 6 moves 35% greater than M. W S. index of 309 common stocks 


COMMENT: Recent price—I0!/2. Recently restored dividends should 
be continued during 1941 and may be increased should the tax burden 
not become too severe. 


_Long-Term Record 





Net Sales Netincome Net Per Divi- Price 
(millions) (millions) Share dends Range 
NA $3.667 $1.51 .80 63 -201% 
NA 1.282 0.51 0.60 133%4- 814 
NA 2.328 0.88 0.60 5744-9 
$10,813 2.346 0.89 0.60 3634-1534 
7.310 2.702 1.02 0.85 23 ay, 
47.856 232 0.85 0.80 245-14, 
45.938 1.587 0.60 0.60 21%4- 5 
1.446 d .294 0.11 Sails 1214- 5%; 
34.245 1.600 0.61 isn 6 - 8% 
NA 1.609 0.61 0.25 *165- 
NA 912 ee  Naaiehs.  “Seneennes 
djusted for 10-1 split. *—To date. NA—Not available. 
pare a (9)—Nine months. 
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BUSINESS: Dow Chemical Company's production activities are divided 
into three broad classifications, pharmaceuticals and fine chemicals; 
industrial chemicals and metals and their alloys. Although the individual 
products are more than 300 in number, they have a common origin 
since they are nearly all derived from salt brine. The brine is either 
obtained from the company's brine wells which are principally located 
in Michigan or from the sea itself since several large plants are located 
on the Atlantic and Pacific Coasts as well as on the Gulf. Chemicals 
produced include bromine, chlorine and iodine as weil as other materials 
having these elements as a base. Magnesium metal is also extracted 
and forms a base for the company's famous Dow-metal. 


FINANCIAL POSITION: Dow Chemical Co. has been expanding 
constantly in more recent years and, as a result, has found it necessary 
to resort to more or less frequent refinancing. Giving effect to the 
recent offering of bonds, the company now has outstanding $15,000,000 
of debentures, half of which mature in 1950 and the remainder maturing 
in 10 equal annual installments. The interest rate on the long term 
issue is 2'/4, per cent while the serial bonds carry rates ranging from 
.35 per cent to 2.05 per cent according to their maturity dates. Follow- 
ing the bonds is an issue of 60,000 shares of 5 per cent preferred stock 
and 1,135,187 shares of no-par common. As of May 31, 1940—the 
close of the company's fiscal year—total current assets of $15,965,683 
were more than 3 times greater than total current liabilities. Cash 
items alone were in excess of the current debt. 

OUTLOOK: Demand for chemical products should continue at high 
levels. Plastics and Dow-metal sales should continue to gain over the 
longer term. New taxes may affect net earnings but the trend is still 
upward. The company's dividend record should continue unbroken. 


MARKET ACTION: Dow Market Dow’s moves in 
Chemical Average rel. to avg. 
‘37 high to '38 low......... 45% decline a decline 427, narrower 
38 low to '38 high......... 60% advance fo advance 26% narrower 
*38 high to '39 low... . 28% decline 34°; decline 18% narrower 
*39 low to '39 high.. 41% advance 44% advance 7% narrower 
*39 high to '40 low. 12% decline 45% decline 73% narrower 





*40 low to '40 high fo advance 61% advance 50% narrower 
Average volatility on 6 moves 36% less than M. W. S. index of 309 common stocks. 
COMMENT: Recent price—i35. As one of the chemical industry's 
most firmly intrenched units the company has. established a record for 
an unbroken chain of earnings and dividends which should in great 

measure justify relatively high market prices. 


Long-Term Record 


Net Sales Netincome Net Per Divi- Price 
Year (M) (millions) (millions) Share dends Range 
ES $13.800 $2.437 $3.71 x -40 
1932 De etc 12.500 2.071 2.95 2.00 40 -21% 
1933. 0.8 1.463 1.99 2.00 78 -29 
1934. 17.076 3.578 5.39 (s)2.00 100 -62 
1935. 16.289 3.321 3.32 2.00 103 -85 
1936. 18.823 4.385 4.42 2.20 00 
\ as 25.579 4.089 4.15 2.85 15914- HA, 
1938. 24.871 3.895 3.91 3.00 141 - 87% 
} ba Me cck aad 26.762 * a x 16 3.00 14454-10114 
Ren eaaks 37.744 6.65 *3.00 171° -12714 
te —Year — May 31. ej Plus 50% stock. A—Adjusted to stock 
ividend. (x)—400% stock dividend plus cash. *To date. 
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E. |. duPONT de NEMOURS & CO. FREEPORT SULPHUR CO. 
——— =—— — 
, 200 1 ; i 50 
; My ty E. |. duPONT de NEMOURS & CO. |' ae ue " & FREEPORT SULPHUR CO. 
I Po 1 - é 40 
i Hall fete a — : pul 
. pty tt sigs 
} 100 Nil = 
ane ies "= 
| Ss ° 
l do) aaa ee ——— = 10 
H ee" is | ii = 75 
3 50 ly] Y g 50 
P Rammer TULL TCT FART de 
Fe iilliliil UVYODILATIUDTAAD AN aH ul rs 
ios 7 1938 1939 194 ee ae ress 1939 1940 ] 
ea Le - 
| 
2 eoge This ray —— igi 9 - the ay . original | BUSINESS: Freeport Sulphur Co. is the second largest producer of BUS 
bd ri company formed at the close of the American Revolution to | sulphur in this country and in addition controls, through subsidiaries, whic 
coset te cent a maces gure | the rot oa dpa of manger incr amprtaon | a 
istance of the Unite ates. ou per cent of the company's pet 
ae aaa aie —. eS — ~~ touch sulphur is sold domestically while the remainder is exported through ash, 
ae Wg pri pea _ ssn — ; o viii 0 “4 follo. i by a subsidiary which is jointly owned with Texas Gulf Sulphur Co. Sulphur new 
wet rt get e leat pore Pi 2% 8 a a y properties are estimated to contain sufficient mineral to assure opera- pro 
— ‘ re ep oa san tach and millfary | tions at current rates for approximately 25 years. The bulk of the an 
= 1 an — cin goe bape are —= sulphur properties are operated under profit sharing arrangements was 
business—which aa ae to seasminaihs. allen oe pi = bi) wags — ae vagal _— = poy al 
' 2 , session of all but a small amount of the common shares of the Cuban- us 
in 1939—is se ya nape: The a wig a to | American Manganese Corp. With a scarcity of manganese possible nee 
a in recent times is the company's holdings o shares! | due to war conditions, Cuban-American Manganese is becoming in- are 
of General Motors common stock. creasingly important as a producer of income. of 
a gps gy wrong Ag retirement of a small issue of subsidiary | FINANCIAL POSITION: A privately placed issue of $3,000,000 of FID 
divide A — yee r Prt gd ope” 1,688,850 ig - = 3 per cent debentures which mature in 1959 is the sole capital obliga- * 
ividend preterred an 1046, shares of common stock as the sole | 4; head of the 796,380 sh # $10 ! tock. ° 
capital obligations. As of June 30, 1940, the balance sheet showed The “wong wal 2 one ~agfonlbnceed t. penn ain en sto 
pee pagers — hey oe with vag py te eyrny 7 tion with total current assets of $13,073,903 and net working capital = 
seihe Pee arene arabe Mander able t.79U,111 OF | of $11,000,696. Inventories of $6,278,228 were high as compared with sho 
SA2SE2 TED. Maskateble soceriigs figures did oot lnchate the Goneeal | Meta®. Years but since slphur dons act deteriorate Iv storage such co 
Motors shores which were carried to iteat at $202,500,000 and which — — ai of Rosey ——, a ‘idles ial 
' ' Ss. a 
were not included in current assets. Surplus of $266,590,023 did not veces eight aame agian Sabian idx aightar ies : aa 
include the company's equity of $5,551,549 in undivided profits of OUTLOOK: The demand for sulphur should continue at high levels io 
partly owned subsidiaries. in keeping with the high rate of activity of major consumers of sulfuric an 
: . . acid, rubber, etc. Export will be reasonably well maintained although 
OUTLOOK: The company has been in receipt of huge Government they will be well below average. The company is pushing the ex- ol 
— ~ a and ripe to ve eee pay y new | pansion of its controlled manganese properties and has —, with rec 
SATS SNANCOD DY INS SOveMMsnt ake Operate Sy Curont on @ | the U. S. Government agency, the Metal Reserve Corp., tor large ha’ 
fixed 0 basis. or production x — to give an | quantities of ferro-manganese to be delivered in 1941, 1942 and 1943. to 
estimated capacity of 18,000,000 pounds by the end o _ MARKET ACTION: Freeport Market Freepart's moves the 
MARKET ACTION: oe } nasal op tom bt i” "37 high to '38 low......... 39% decline 64% decline 40% narrower Mi 
‘37 high to '38 low......... 50% decline 64% decline 22% narrower 28 low to ‘38 high......... 61% advance 76% advance 207% narrower 37 
‘38 low to ‘38 high......... = advance 76% advance a .! narrower '38 high to '39 low......... 43% decline 34% decline 26% wider 38 
'38 high to 39 low......... Re 34% decline narrower '39 low to '39 high......... 98% advance 44% advance 123% wider 38 
'39 low to '39 high. ne rad advance 44% advance 1% wider K 4 ada Okan vette es 3547 — 6337 cine io narrowe! 139 
. ’ 7 oO ° See vanc acvance narrower ® 
= , ae: : sees 23% — 67% ee 3368 paves Average volatility on 6 moves 8% greater than M. W. S. index of 309 common stocks. = 
Average volatility on 6 moves 21% greater than M. W. S. index of 309 common stocks. COMMENT: Recent price—38!/2. The company is developing mercury / 
COMMENT: Recent price—162. Despite its huge size, the company | properties in Nevada which, if successful, will provide another product Ci 
does not as yet appear to have achieved its full measure of growth. | in which there is a potential scarcity. mé 
Long-Term Record Long-Term Record 
Net Sales Met iocome Net Per Divi- Price Gross Sales Netincome Net Per Divi- Price 
‘ Year oa waa es geece gener on. a” a” pry genes Brae oh , 
1932........ $123.0 96.2 1.81 2.75 5934. 22 8.4 +008 2:75 2.00 3896-10" % 
| eee 153.5 38.9 2.93 2.75 963/g- 321/2 9 2.479 3.01 2.00 4934-16 19 
See 179.4 46.7 3.63 3.10 103%- 80 8.813 1.477 1.75 2.00 5034-2114 19 
eo el i i i ie 2 
1937. ere. 286.0 88.0 7.85 6.25 180%- 98 13.954 2.704 3.30 1.50 3214-18 9 
Me c., e 93.2 7.65 700 © teeiactser, | 1939, 8938 2301 276 100 36 ay } 
pha 3 LE an er 4 or 6.00 *18914-1461 pi }. yo +4 2.00 *383/4-24 19 
NA— Wot available, *—Tedate. (9)—Nine months. = NA—Not available. (9)—Nine months. *—Todate. = = 88 " 
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Chemical Industry 


MATHIESON ALKALI WORKS INC. 












MATHIESON ALKALI WORKS INC. 

























Price Range 


g 




















£ 10 

= '5 

= £0 

c 

2 5s 

a 

2 0 

= co 3:7 1938 1939 1940 
= i 
RASS AE 





BUSINESS: Salt and limestone are the principal raw materials from 
which Mathieson Alkali Works produces its sizable list of heavy chemi- 
cals which are used in large quantities by the glass, paper, textile, 
petroleum and other industries. The products include chlorine, soda 
ash, caustic soda, hypochlorites, synthetic salt cake and “dry ice." A 
new product, "Chlorite" is claimed to have extraordinary bleaching 
properties which make it satisfactory for bleaching wood-pulp in such 


a manner as to make it usable where only much higher grade material | 


was used before. The plants have a production capacity in excess of 
300,000 tons of alkalies yearly and are being expanded. Most of the 
business is done on a contract basis whereby consumers order their 
needs for a full year ahead. Adequate supplies of basic raw materials 
are controlled and the principal plants are located close to the source 
of the necessary power or fuel for its generation. 


FINANCIAL POSITION: There is no funded debt and at the date of 
the last published balance sheet there were no bank loans. An issue 
of 23,777 shares of 7 per cent dividend, $100 par value preferred 
stock is the only capital obligation prior to 828,171 shares of common 
stock outstanding. The company's working capital position has been 
showing gradual, but satisfactory, improvement since 1935 and at the 
close of 1939 totaled $3,736,486. At the same time, total current 
assets of $4,520,791 were nearly six times larger than total current 
liabilities. Modest earnings for the past four years would make excess 
profits taxes a problem were it not for the fact that invested capital 
is relatively high and it may be that this option will be adopted. The 
company's well maintained dividend record should continue unbroken. 


OUTLOOK: There are no indications that the company has been in 
receipt of any defense business but since most of its largest customers 
have a considerable volume of such business the company may be said 
to be participating indirectly. New products such as chlorite and syn- 
thetic salt cake should grow in importance. 


MARKET ACTION: Mathieson Market Mathieson's moves 
Alkali Wks. verage in rel. to avg. 

‘37 high to '38 low......... 52% decline 64% decline 12% narrower 
‘38 low to '38 high......... o advance 16% advance 14% wider 

‘38 high to '39 low......... 6300 decline 34% decline 26% wider 

'39 low to '39 high......... 80% advance 44% advance 82% wider 

‘39 high to '40 low......... 44% decline 45% 4 decline 2% narrower 
‘40 low to '40 high......... 56% advance 67% advance 16% narrower 


Average volatility on 6 moves 15% greater than M. W. S. index of 309 common stocks. 
COMMENT: Recent price—27. The long record of continued earnings 
makes the shares worthy of consideration. 


Long-Term Record 





rol etl Net Per Divi- 
Year (millions) (millions) Share dends 
Seer $3.581 $2.324 $3.31 .00 
CC) ee 1,861 -730 0.86 1.75 
| ee 2.554 1.224 1.70 1.50 
Se 2.530 1.166 1.20 1.50 
| 3.019 1.360 1.44 1.871% 
> Sa 3.713 1.628 1.76 1.50 
| eee 3.781 1.664 1,81 1.65 
| ane 3.036 .999 1.01 1.50 
| See 3.117 1.096 1.12 1.50 
940 (9)..... 2.992 1.250 1.36 1.50 
1939 (9).. 2.118 625 0.61 me 
(9)—Nine months. *—To date. 
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BUSINESS: The company operates || plants in the United States and 
2 in England to manufacture 300 separate chemical products ranging 
from heavy industrial acids to light pharmaceuticals. Coal tar de- 
rivatives, sulphur, common salt, sodium nitrate, phosphate rock and 
bauxite constitute the major raw materials and all of them are obtain- 
able in adequate quantities in this country. Heavy chemicals are the 
greatest revenue producers although the finer products are the greatest 
contributors to earnings stability. Plastics and rubber chemicals (both 
for natural and synthetic products) are the most promising of the 
company's activities. Most of the various products are inter-related 
and many chemicals that are not consumed by the company itself in 
its production are sold to other manufacturers for further refinement. 
Foreign business is important in normal times but is currently of small 
volume. Little, if any, of the company's products are sold directly to 
the public. 


FINANCIAL POSITION: There is no funded debt. The capital struc- 
ture consists of 100,000 shares of $4.50 dividend preferred and 1,214,694 
shares of $10 par value common. As of September 30, 1940, the com- 
pany reported a substantial financial position with total current assets 
of $17,953,005 being about 3 times larger than total current liabilities 
of $5,957,660. Cash items were shown at $4,736,095 and inventories 
at $8,669,384—about $500,000 lower than a year ago. Monsanto 
Chemical, Ltd., the holding company for English properties, was carried 
on the books at only $729,412. 


OUTLOOK: The company has not reported any defense business as 
being directly received from the Government. However, serving the 
steel, rubber, automobile, and other industries that are operating 
directly on such orders, Monsanto is being stimulated by Government 
business. The company’s first product was saccharin but since then the 
output has been widely extended. Research activities continue. 


MARKET ACTION: Monsanto Market Monsanto's moves 
Chemical Average in rel. to avg. 
‘37 high to '38 low......... 38% decline fs decline 41% narrower 
‘38 low to '38 high....... 64% advance ioe advance bo, narrower 
‘38 high to '39 low......... 22% decline decline © Narrower 
39 low to '39 high... ... 34% advance Zo advance 23% narrower 
‘39 high to '40 low......... 26% decline decline 42% narrower 
40 low to '40 high... 50% advance i advance 25% natrower 


Average volatility on 6 moves 30% less than M. w. $. index of 309 common stocks. 


COMMENT: Recent price—80. Plans call for considerable expansion 
of domestic and foreign production facilities. A sizable plant is now 
under construction in Australia to manufacture fine chemicals. 


Long-Term Record 








Net Sales Netincome Net Per Divi- Price 
(millions) Camigee Share dends A Range A 
$17.088 1.691 $2.12 $0.63 prt art 
11.406 +44 1.19 0.63 15 6 
15.497 2.221 2.57 1.16 41 Ma ha 
17.544 2.619 3.03 1.16 615-374 
24.706 3.843 3.85 1.50 9434-55 
28.848 4.469 4.01 3.00 103 -79 
33.202 4.999 4.40 3.00 wa 
31.935 3.151 2.35 2.00 110 -67 
2.983 5.429 4.01 3.00 Ly > > te 
31.108 3.541 2.58 3.00 *119 
hg “shor ' sane 30.02 3.514 2.31 ae) Vewaeecene 
| djusted for stock split. *—To date. (9)—Nine months. 
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BUSINESS: Union Carbide & Carbon Corp.'s business is divided 
roughly into four major divisions. The earliest products were commercial 
gases and welding equipment together with carbon products, including 
electrodes, carbons and electric dry-batteries. These two divisions 
are still strong contributors to total sales but more recently the line 
of products has been expanded to include ferrous and non-ferrous 
alloys and metals and synthetic organic chemicals. The acquisition of 
the Bakelite Corp. in 1939 has given the company a strong position 
in the field of plastics while all divisions make many individual items 
for industrial and consumer uses. The company's business continues to 
depend largely upon heavy industry for its activity although consumer 
goods are gaining in importance. Although the business is inter- 
national in scope, the largest part of it is done in the United States. 


FINANCIAL POSITION: A 3 per cent debenture issue, outstanding 
in the amount of $40,000,000 and due in 1953, is the company's only 
capital obligation prior to the 9,277,788 shares of no-par value common 
stock. At the close of 1939, total current assets of $133,387,049 were 
nearly 6 times greater than total current liabilities of $22,561,914. 
The cash position was exceptionally strong. Total cash of $48,735,809 
was not only more than double then total current liabilities but was 
at a new high point for the past decade. Inventories were moderately 
high at $55,493,375 although the figure was modest as compared with 
the year's net sales of $187,582,391. 


OUTLOOK: The company is continuing its expansion policy which 
required expenditures of upward of $15,000,000 last year and may 
involve a considerably larger sum in 1941. Newly introduced facilities 
for the shipment of liquid oxygen in bulk has stimulated consumption 
in the steel industry and elsewhere and at the same time the company 
has ceee, its positon in the plastics field through active re- 
search. 


MARKET ACTION: Union Carbide Market Union Carbide's 
& Carbon Corp. Average moves in rel. to av. 
‘37 high to '38 low......... 49% decline 64% decline 23% narrower 
‘38 low to '38 high......... 59% advance 16% advance 22% narrower 
‘38 high to '39 low......... 28% decline 34% decline 17% narrower 
39 low to ‘39 high......... 43% advance 44% advance 2% narrowe' 
"39 high to '40 low......... 36% decline 45% decline 20% narrower 


"40 low to '40 high......... 46% advance 67% advance 46% narrower 
Average volatility on 6 moves 21% less than M. W. S. index of 309 common stocks. 


COMMENT: Recent price—69. Many of the company's products are 
useful for. military purposes but plant expansion is being accomplished 
mostly with peace time needs in mind. 


Long-Term Record 






NetSales Netincome Net Per Divi- Price 

Year (millions) {angers Share ends Range 

Pit saee NA 35.427 $3.94 $1.30 140 -59 

NA 8.781 0.98 75 3 151 
Se NA 14.173 1.59 1.05 51 Vg-1934 
| Se $111.177 20.277 2.28 1.20 5042-35 % 

ae 138.247 27.254 3.06 1.55 1534-44 
See 175.686 36.852 4.14 2.30 10514-7154 
Seas 3.829 42.782 4.81 3.20 111. -61%4 

a. 48.151 25.173 2.77 2.40 90%-57 

Ree 187.582 35.847 3.86 1.90 9414-654 

be a on 30.977 3.34 2.30 *8834-59 


19.152 2.10 ALE 
NA—Net available. *—To date. (9)—Nine months. 
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MARKET ACTION: United Market United Carbon's 
Carbon Co. Average moves in rel. to av. 
‘37 high to '38 low......... 57% decline 64% decline 11% narrower 
| '38 lowto ‘38 high......... 86% advance 16% advance 13% wider 
'38 high to '39 low......... 29% decline 34% decline 15% narrower 
'39 low to '39 high......... 33% advance 44% advance 25% narrower 
'39 high to '40 low......... 39% decline 45% decline 13% narrower 
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BUSINESS: United Carbon Co. is the country's largest producer of 
carbon black which accounts for approximately 60 per cent of total 
dollar sales volume and about 30 per cent of the total quantity of 
this commodity made in the United States. Sales of natural gas—the 
basic raw material for carbon black—account for the remaining 40 
per cent. Carbon black is used mostly by rubber faricators who con- 
sume about 80 per cent of the amount sold domestically. Export markets 
usually take a large proportion of the total output. The company has 
sizable natural gas reserves but because carbon black burning is not 
feasible in thickly populated areas, most of the gas used for burning 
is purchased from others. Gas from the company's properties is sold 
to pipe lines. 


FINANCIAL POSITION: There are no funded debt nor bank loans 
ahead of the 397,885 shares of no-par capital stock currently out- 
standing. The balance sheet of September 30, 1940, indicated a 
comfortable financial position with current assets of $4,118,246 being 
more than four times greater than total current liabilities of $928,564. 
Cash alone of $1,922,524 was more than double the quick debt, while 
inventories of $1,111,706 were at only modest levels in view of the 
strong demand for the company's products. Higher Federal taxes 
added $104,000 to the company's expenses in the first nine months 
of 1940 without any provision for possible excess profits taxes. Due 
to high average earnings for many years past, it is not expected that 
excess profits taxes will be heavy. 


OUTLOOK: The export market decline has been greatly offset by an 
increased demand by domestic consumers. While more than 50 per 
cent of the industry's foreign sales have been eliminated, sales to 
Great Britain continue at fair levels and Far East and South American 
sales are increasing. Domestic business should continue to expand 
although profit margins will probably be moderately lower. 


*40 low to '40 high......... 54% advance 67% advance 20% narrower 
Average volatility on 6 moves 12% less than M. W. S. index of 309 common stocks. 


COMMENT: Recent price—47. Despite lower foreign sales and higher 
costs it is probable that United Carbon's high average earnings will 
be maintained. The industry's inventory position is strong. 


Long-Term Record 


NetSales Netincome Net Per Divi- Price 
Year (millions) (millions) Share dend Range 
1929. . $4,322 970 $1.94 ea 1113-40} 
1932.. 41 46 0.05 eels 18 - 6% 
| Se 4.748 .636 1.39 $0.50 38 -10% 
. ae 5.632 1.453 3.55 1.87 5034-35 
as 8.230 1.872 4.71 2.40 78 -46 
1936. 9.019 2.203 5.54 4.05 9634-68 
. a 9.272 2.350 5.91 4.50 91 -363%%4 
ee 7.123 106 3.78 3.25 131-39 
ae 8.575 1.518 3.82 3.00 Voe52 
1940 (9)..... NA 1.079 2.71 3.00 *65 21 
1939 (9)..... nckca .108 2.78 ees | ameeeiven oo 
NA—Neot available. *—To date. (9)—Nine months. ’ 
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Kennecott Copper Facing 


Year of Record Demand 


Higher Taxes and Limited Price Rise 


Put Brake on Increase in Earnings 


BY 


—. recent Government contract whereby 100,000 tons 
of South American copper have been purchased for a 
stock pile to prevent any possible shortage of the metal 
may have also been made for the purpose of holding 
domestic copper prices in check but it is only the fore- 
runner of considerably increased imports of foreign cop- 
per and is good news to such important American copper 
mining companies as Kennecott Copper. 

Kennecott is the largest producer of domestic copper 
in this country and while it has only one foreign property, 
the Braden Mine near Sewell, Chile, it is rated highly in 
the matter of foreign copper production as well. Output 
of Kennecott’s combined foreign and domestic properties 
is high; estimated to be in excess of 1 billion pounds or 
500,000 short tons yearly. Of this total amount, approxi- 
mately 66 per cent or 360,000 tons would originate in 
this country and the remainder—about 140,000 tons— 
would come from Chile. 

Most of the company’s production is relatively low 
cost and thus permits profitable opera- 
tions at only moderately high copper 
prices. Costs in this country are low due 
mostly to the fact that nearly all of the 
properties are workable by “stripping,” 
much in the same manner as iron ore is 
recovered in Minnesota and coal is mined 
in Illinois. The fact that steamshovels 
are the major tools required offset the 
moderately low copper content of the 
largest part of the domestic ore beds. 
The Braden mine is operated in the con- 
ventional tunnelling manner with all of 
its attendant expenses but the copper 
content is high, about 2.2 per cent, and 
there is considerable precious metal 
present as well, which combine to hold 
copper production costs at very low 
levels. 

Kennecott Copper has achieved a 
fairly high degree of integration through 
control of smelting, fabricating and 
transportation facilities although all of 
the domestic copper and a part of the 
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foreign copper smelted is further refined for Kennecott 
by American Smelting & Refining Co. Two major fabri- 
cating subsidiaries—Chase Brass & Copper Co. and Ken- 
necott Wire & Cable Co—make a complete line of copper 
and brass articles ranging from pins through castings to 
wire and cables of many sizes. All fabricating units 
under the company’s control have an output of approxi- 
mately 350,000,000 pounds of finished products yearly 
of which Chase Brass and Kennecott Wire produce 
slightly less than half. The fabricating plants are located 
close to important Eastern and Mid-western consuming 
areas, 

Precious metals and molybdenum are recovered in the 
process of smelting the copper ores and are a source of 
fairly substantial additional revenue. In 1939 the com- 
pany isolated its figures on precious metals recovered for 
the first time. The report showed 1,601,706 fine ounces 
of silver and 188,165 fine ounces of gold as a by-product 
of its mining operations. The value of the silver was 





Courtesy Copper and Brass Research 


Pickling tanks at Chase Brass and Copper Co. 
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comparatively small to that of the gold which had a gross 
value of more than $6,500,000 at the current Treasury 
price. In addition to these more precious metals, the 
company reported the recovery of 12,055,554 pounds of 
molybdenum, a metal of high value in making certain 
alloy steels. Kennecott is now the second largest pro- 
ducer of this commodity of which this country produces 
better than 60 per cent of the world’s supply. Export 
sales formerly constituted a large market for molybdenum 
although rising domestic demand has in some measure 
offset the drop in foreign buying. This division of Kenne- 
cott’s activities has considerable long term promise. In- 
asmuch as 1940 was a much more active year than 1939, 
it is probable that the recovery of precious metals and 
molybdenum have been at a higher rate. 

The current outlook for Kennecott is satisfactory and 
will improve. Domestic copper consumption is high and 
is expected to go even higher. A recent survey of the 
copper and brass fabricating industry indicates that con- 
sumption of new copper is closely approximating the 
domestic copper miners’ production capacity and will 
increase as defense preparations gather momentum. In 
November, the fabricators are estimated to have con- 
sumed 91,700 tons of new metal as against 102,800 tons 
in the previous month. The drop in consumption was 
occasioned mostly by the fact that there were a lesser 
number of working days in November. The same condi- 
tion prevailed in December due to the holidays but it is 
unlikely that consumption of new copper in that period 
was any less than in November and probably was well 
above the domestic copper producers rated capacity of 
approximately 80,000 tons a month. Even at the rate of 
90,000 tons monthly consumption by the fabricators they 
must of necessity draw upon other sources of copper to 
fill their requirements. This is amply proven by the fact 
that consumer stocks at the end of November were down 
to 53,829 tons or 45,865 tons lower than at the close of 
October. About half of the change was because of a shift 
of excess stocks to working stocks but even so, consump- 
tion exceeded deliveries by a substantial amount during 
the period involved. 

Indications now point to a coming period of peak oper- 
ations for the fabricators. In such an event it is esti- 
mated that the brass and cable manufacturers between 
them will require approximately 169,000 tons of new 
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copper monthly or just about double the copper mining 
industry's present production capacity. To supply the 
difference between domestic copper demand and produc. 
tion capacity of the miners, it will probably be necessary 
to call upon outside production sources. All South Ameri- 
can copper production sources are estimated to have a 
potential output of about 50,000 tons monthly or about 
600,000 tons per annum. If this amount is added to our 
potential domestic output it would give about 1,600,000 
tons or about 300,000 tons less than fabricators’ esti- 
mated requirements. 

The remedy for such a situation is obvious. In order 
to prevent domestic copper achieving a bona-fide scarcity 
value, it will be necessary to permit the importation of 
foreign copper without the imposition of heavy tariff 
penalties. The government purchase of 100,000 tons of 
South American copper is perhaps a preliminary step in 
that direction but failing such relief, low cost producers 
of South American copper will be in a position to over- 
come the tariff barrier if given but slightly higher selling 
prices. 

Of the government order mentioned above, Kennecott’s 
share was 28,000 tons. The order is equivalent to only 
about 2 months production capacity of the Braden mine 
but it will help in taking up the slack left by the loss 
of much European business while awaiting the receipt 
of sharply better American demand. The price reported 
—914 cents FAS Chilean ports or 10 cents a pound FAS 
New York—is satisfactory since it is equal to 14 cents 
a pound after payment of duties as compared with a 
price of 12 cents to 1214 cents a pound currently pre- 
vailing for domestic copper. Japan and Russia are still 
reported to be buying copper in world markets so that 
together with American “stock-pile” orders and a prob- 
able shortage of domestically produced metal at some 
later date, the prospects for Kennecott’s foreign property 
is not altogether bad even for the immediate term. 











*. 


PRICE OF DOMESTIC COPPER 


CENTS PER POUND 








- 
am 
» 


% - REFINED COPPER * 

x 
Vv 
cy 


 .. a 
ine 
U.S. PRODUCTION OF 


U.S STOCKS OF —— 





REFINED COPPER 


NU pened 


SSSSRRSE SECS ESECERTE 
JFMAMJJASOND JFMAMJJASOND 
1939 1940 





THOUSAND POUNDS 


eee 














AUG: - DEC 1939 NOT AVAILABLE 














THE MAGAZINE OF WALL STREET 








nining 
y the 
‘oduc- 
essary 
\meri- 
ave a 
about 
0 Our 
)0,000 
 esti- 


order 
arcity 
ion of 
tariff 
ms of 
fep in 
lucers 
over- 
elling 


cott’s 
only 
mine 
e loss 
sceipt 
orted 
FAS 
cents 
ith a 
- pre- 
> still 
that 
prob- 
some 
perty 





REET 





pas 


The last time that the demand 
for copper hit a high level simi- 
lar to that of the present was in 
1937 when the price of the metal 
rose to nearly 17 cents a pound 
and in 1929 it nearly touched 
24 cents a pound. While current 
prices of approximately 121%, 
cents a pound are comparatively 
modest, they are not likely to 
rise substantially higher without 
encountering heavy governmen- 
tal opposition. However, 121i, 
cents a pound must not be con- 
sidered as a potential ceiling for 
the price of copper. With de- 
fense activities demanding every 
bit of copper that the country is 
capable of producing it is im- 
probable that prices will be 
maintained at such low levels 
that many marginal producers 
are unable to operate their mines 
at some profit. Most of the 
American copper producers can, 
however, operate in varying de- 
grees of profit at a price of 14 
cents a pound and it is probable 
that this level will eventually be 
achieved. A price of 14 cents a pound would offer Ken- 
necott a very fair profit for its South American metal 
even if tariff barriers are maintained intact after next 
June when they automatically expire. The same price 
would give Kennecott a very handsome profit margin 
on its domestic metal in view of estimated production 
costs of 614 cents a pound. Kennecott’s domestic pro- 
duction costs are estimated to be among the lowest in 
the country, being equalled only by Phelps Dodge Corp. 
who, however, has only about half of the potential 
reserves of Kennecott and but slightly more than half 
as much production capacity. 

While the fabricating division is an important con- 
tributor to Kennecott’s earnings, no separate operating 
figures are available. In 1939, the plants averaged ap- 
proximately 80 per cent of capacity operations during 
the last quarter. This would mean that the fabricating 
division produced approximately 70,000.000 pounds 
of material during the period. Early in 1940 
operations declined to approximately 60 per cent of 
capacity although since that time new business has been 
adequate to maintain operations at high levels. It is 
probable that the fabricators turned out close to 250,- 
000,000 pounds of assorted products during 1940 and are 
likely to do much better in the current year. A recent 
price advance in finished products by all major fabrica- 
tors portends both higher prices for the metal to come 
and an attempt to offset in part higher taxes and labor 
costs. 

It is, of course, too early to receive reports on Kenne- 
cott’s operations and earnings for 1940 as a whole but 
it is probable that the second half results will be sub- 
stantially better than the more than satisfactory results 
of the first half of the year. In the first six months of 
1940, operating revenues were reported at $84,920,498; 


JANUARY 11, 1941 





Courtesy Copper and Brass Research 
Hydraulic bench in operation at Chase Brass and Copper Co. 


nearly 66 per cent greater than in the same period of 
1939 and only about 40 per cent less than for the entire 
year 1939. Since operations in the first quarter were 
only about 60 per cent of capacity and but moderately 
higher for the second three months’ period, it is probable 
that close to peak operations during a large part of the 
last six months will bring the total operating revenue 
figure close to $170,000,000 or a new post depression high. 
The gain in operating revenue did not, however, carry 
over completely into net profit despite the fact that 
inventory adjustment favored the company and as such 
helped to reduce operating costs. Net profit, before de- 
pletion, for the first six months of 1940 was $24,787,364; 
more than double the figure for the first six months of 
1939 it is true, but not sizable in view of the large volume 
of business represented. 


Taxes Restrict Profits 


The two major charges which assisted to reduce net 
profits were an increase of $1,650,000 in reserves for con- 
tingencies and a somewhat more than $3,000,000 increase 
for Federal income taxes, ete. No provision was made 
at that time to take care of subsequently increased taxes 
which will have to be considered in the 1940 annual 
statement. Nevertheless, earnings for the first six months 
of 1940 were equivalent to $2.29 a share of common 
stock as compared with $0.93 a share in the first half 
of 1939 and $3.14 a share for the full year 1939. 

Taxes—both American and foreign—are one of Ken- 
necott’s major problems. The recent “good-neighbor” 
policy of the American Government may find reflection 
in fewer moves on the part of South American govern- 
ments to penalize American capital invested in their 
respective countries but our (Please turn to page 430) 
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How to Derive 6% to 7% 
on Gilt-Edged Bonds 


An Arbitrage Method for the Conservative Investor 


BY PETER B. B. ANDREWS 


As Government and high-grade bonds continue at high 
prices, with yields distressingly lew in many instances, 
the investment income problem of the conservative in- 
vestor is about as difficult as it ever has been in the 
financial history of the country. Buying lower grade, 
high-yielding bonds is not a solution to this problem, in 
that the danger of potential impairment of capital is obvi- 
ously great in this day of world-wide uncertainties. 

Perhaps the best plan for these dyed-in-the-wool in- 
vestors who do not wish to stray from the high-grade 
field lies in arbitraging of bonds having the same mort- 
gage position. This method presents an opportunity not 
only of adding materially to such natural appreciation 
as might take place, but also of reducing losses in the 
event of reversal in the price trend of the market. 
Opportunities thus are constantly afforded to investors 
to make three or four points profit through arbitraging 
high-grade bonds. Moreover, since this may be regarded 
as an addition to income return, arbitraging thus is found 
to permit a high-grade income return ranging up to 7%, 
whereas a procedure of simply holding would allow a 
return of scarcely more than 3%. 

Our studies of the trends of bond prices with the 
same mortgage position but with different coupon rates 
have clearly demonstrated that the spreads in prices 
between the two issues sometimes become exceptionally 
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wide and then unusually narrow. Sometimes these varia- 
tions are difficult to account for; often one particular 
bond in several series under a mortgage is being bought, 
while others of the same mortgage but with different 
coupons are being overlooked. And occasionally an estate 
may be liquidating a particular bond, while an institu- 
tion or an individual might be bidding strongly for an- 
other bond having the same lien. 

Regardless of how these opportunities develop, the 
exceptional spread created by such a situation sooner or 
later irons out. This adjustment comes about naturally 
through the fact that the bonds have the same mortgage 
position. But, evidently, when the spread goes sharply 
out of line an opportunity arises for profit. 


How the Method Works 


In order to demonstrate how the principle operates, 
an investor’s arbitrages in Pacific Gas & Electric Ist & 
Ref. 4s, 1964 and Ist & Ref. 314s, 1966, during 1940 might 
be taken. Since previous action of these bonds had shown 
that a spread of 414 to 5 points represented a good dif- 
ferential at which to exchange the 4s for the 34s, the 
investor late in January made such a transfer at a spread 
of 434 points (see A on chart). Gradually the spread nar- 
rowed to the extent (see B on chart) that a price differen- 
tial of 234 points was reached, at which point the return 
to the 4s was made. Gross profit on this “round trip” 
totaled two points, this being the difference between the 
two spreads, and net profit ($2.50 commission to buy or 
to sell a bond) approximated one point. 

The next opportunity developed in June on the re- 
widening of the price spread to the 414-5 point range. 
Again, the investor made the exchange from the 4s to 
the 314s at a 434 point spread (see C on chart). For 
some weeks thereafter a considerable degree of stability 
characterized the price differentials, but. the normal ex- 
pectation of a re-narrowing of the spread finally material- 
ized. As a matter of fact, with the high grade bond mar- 
ket strong and the prospect definitely indicating that 
interest rates would be likely to remain low in view of 
huge and mounting excess bank reserves, the investor 
decided to wait for an even narrower spread than the 
234, points at which he had completed his return to the 
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F 4s earlier in the year. In this connection, he was intlu- 
' enced by the fact that the call price of the 4s would in 
| any event restrain their advance. 

Completion of the second round trip (see D on chart) 
brought gross profit of 314 points and net profit of 214 
points. This net, added to the one point net of the pre- 
ceding transaction, permitted aggregate net profits in 
arbitraging for the year of 314 points. This makes no 
provision for the relatively negligible $0.50 Federal tax 
for selling a bond, but, even with this included, the extra 
profits made in arbitraging on the above mentioned 
transactions were equivalent to not much less than a 
full year’s coupon on a high grade, long term bond. 

As indicated previously, the profits which can be made 
through arbitraging may be considered as added yield 
or as straight principal gain. In the instances of high 
grade bonds, the fluctuations are not so broad as in the 
more speculative issues, and for this reason it is better to 
consider arbitrage profits in the cases of high grade-bonds 
as additions to yield. A certain amount of nimbleness 
is indispensable in profitable arbitraging, in that abnormal 
markets often are short-lived in arbitrage bonds. The 
hasty liquidation of a sizable block of bonds, as a matter 
of fact, can so change the market in a short space of time 
as to undermine the arbitrage opportunity in itself. 


Orders May Be Contingent 


Large scale arbitraging of this type is possible and 
occasionally very profitable. The trading departments 
of many security houses make arbitraging relatively easy, 
since they take the order on a contingent basis. In other 
words, the broker will not switch out of one bond and 
into the other one specified until the indicated price 
spread is reached. Inactivity and narrow markets obviate 
speed in handling the transaction, but there often is an 
advantage in thin markets because the greatest price 
distortion usually takes place in overlooked securities. 
The speed with which an arbitrage may be accomplished 
varies widely, since arbitrage principle is based on 
the frequently unpredictable shifts that almost always 
take place in the spreads between two bonds similarly 
secured. 

Outstanding among the advantages which arbitraging 
honds of the same mortgage present is the fact that it 
can be effected at all times—whether the market be bull 
or bear. The characteristic fluctuations of arbitrage 
bonds, in fact, become more pronounced in a bear market, 
thus creating greater possibilities for arbitrage gain. 
It has been found, too, that through arbitraging an actual 
profit is sometimes made in the face of principal deprecia- 
tion incurred during a declining market. 

With high grade bonds in particular, call prices are a 
factor more to be reckoned with in a bull market than 
in a bear market. As a general rule, when the higher 
coupon bond approaches its call price, it becomes more 
or less stabilized, and the lower coupon bond will quickly 
fill in the spread. In the cases of very low coupon bonds, 
such as are now very common, however, the call-price 
restriction is largely theoretical. 

The point at which to start the arbitrage is, of course, 
an important question. Computation of this starting 
point is, however, relatively a simple matter. This is so 
because the theory of averages is applicable here with a 
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Some High Grade Bonds for Arbitrage 


American Tobacco Deb. 4s, 1951 

American Tobacco Deb. 5s, 1950 
Cincinnati G. & E., Ist 34/4s, 1966 
Cincinnati G. & E. Ist 3!/4s, 1967 

Cons. Gas, El. Lt. & Pr. (Balt.) 3!/4s, 1971 
Cons. Gas, El. Lt. & Pr. (Balt.) 3s, 1969 
Conn. Lt. & Pr. Ist & Ref. 344s, 1966 
Conn. Lt. & Pr. Ist & Ref. 3!/s, 1966 
Cons. Edison of N. Y., Deb. 3!/4s, 1946 
Cons. Edison of N. Y., Deb. 3!/s, 1948 
Del. Pr. & Lt. Ist 4!/4s, 1969 

Del. Pr. & Lt. Ist 41/45, 1969 

Liggett & Myers Deb. 7s, 1944 

Liggett & Myers Deb. 5s, 1951 

Northern N. Y. Uts. Ist & Ref. 7s, 1946 
Northern N. Y. Uts. Ist & Ref. 6s, 1947 
Pacific G. & E. Ist & Ref. 334s, 1961 
Pacific G. & E. Ist & Ref. 4s, 1964 
Pitts., Cinn., Chic. & St. L. Cons. 4s, 1960 
Pitts., Cinn., Chic. & St. L. Cons. 41/55, 1963 
Washington Terminal Ist 3!/5s, 1945 
Washington Terminal Ist 4s, 1945 





substantially high degree of accuracy. Bond prices are 
readily available, of course, in the daily newspaper. From 
these prices, spreads may then be computed by taking 
for a period of, for example, six months back the price 
differentials for each day in which there have been 
transactions. These spreads are then added and into this 
sum total is divided the number of days in the given 
period. The later actual arbitrage transactions are under- 
taken on the basis that broad price variations from the 
normal spread creates an opportunity for an exchange. 
Many instances exist of simply sensing that a trade is in 
order, without the benefit of charts, though this is not 
advisable procedure. The other extreme is careful, daily 
study, with establishment of a system of automatic sig- 
nals to buy and sell. 

It is thus possible to work out a definite, mathematical 
formula for switching at certain spreads, regardless of 
when these spreads materialize. As a matter of fact, 
such a formula may be perfectly automatic and inflexible, 
with prices being paid and obtained for the various arbi- 
trage issues at the set points, even though the bonds 
may go sharply through the set points either way. Quite 
often, however, much larger profits may be made by 
awaiting the extreme variations from the norm. On the 
whole, the best combination may consist of a program 
which will take advantage of occasional normal fluctua- 
tions and at least once a year to endeavor to catch an 
exceptional opportunity in price spreads, such as develops 
now and then. (Please turn to page 422) 
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Evaluating the 


Long Term Growth in Rayon Versus Tem- 


Textile Shares 


porary Boom in Woolens and Cotton Goods 


BY JESSE 


Mos: branches of the textile industry are now active 
and profitable but the picture—especially for the long 
term—is not without clouds. Let us examine first the 
adverse side. 

Although the war has removed many foreign textile 
producers from competition with American spinners 
and weavers in world markets, the same set of circum- 
stances has reduced foreign purchasing power with the 
result that export business—never overly large—has de- 
clined sharply. 

Raw materials and labor costs are advancing and un- 
der prevailing conditions it is not possible for the manu- 
facturers promptly to pass along their higher costs to 
the consumers. New taxes are also an unfavorable fac- 
tor for the industry as profit margins on various types of 
cloth and other textile products are never very robust 
and the addition of heavier normal taxes represents an 
onerous burden. On the other hand, excess profits taxes 
will not concern the majority of textile producers for 
despite the fact that average earnings for the past four 
years are relatively low, invested capital in the industry 
is relatively large and return is moderate in most in- 
stances. 

The textile industry is notorious for overcapacity, ex- 
cepting rayon. Even in years of normal demand, mill 
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operations are often well below peak capacity and un- 
used facilities are a drag on profits. Currently, demand 
for textiles from both Government and civilian sources 
is heavy enough to hold production at high levels—al- 
most at the peak of estimated capacity—but many mills 
are already either planning or are actually building addi- 
tional capacity that will undoubtedly be idle once the 
heavy pressure of defense materials orders has subsided. 

That is, in brief, a summary of the more unfavorable 
aspects of the textile industry as it stands today. An 
analysis of the four broad divisions of the industry— 
cotton, wool, rayon and silk—will disclose many favor- 
able prospects; among them being continued high rates 
of activity for the next six months at least, the realiza- 
tion of fair profits for the year just ending and probably 
for 1941, rising civilian demand for the better grades of 
textiles and the assurance that there will be neither a 
searcity of raw fibres nor adequate skilled help as long 
as peak operations are required. 

The cotton division of the textile industry is perhaps 
the greatest benefactor of national defense preparations. 
Current Army plans call for the outfitting of nearly 1,500,- 
000 men before next June and after that date there will 
be a continued demand for similar amounts of equipment 
plus necessary replacements. In addition, the Army is 





12 Leading Textile Companies and Their Prospects 























































































































Major Net Per Share 1940 Price Range Recent 
Company Product 1939 1940E Dividend High ow Price COMMENT 

Adams-Millis Corp......... Hosiery _ $3.55 $3.75 $1.00 27% 16% 223%, Operates mostly in profitable low priced field. Pete) 
American Woolen Co. ....Woolens 0.35 — Nominal fae 12 6 814, Heavy government orders will bolster earnings. os, 
Burlington Mills...........Rayon fabrics 3.28 | 3.50 1.25 21% 12%, 1814 Now makes Nylon hosiery in addition to rayon goods 
Celanese Corp. of Amer... .Rayon Yarn 3.53, 5.00 $1.25 — 354% 20 27% Sales continue at record high levels, wae 
Cluett, Peabody & Co... . . .Cotton goods 3.96 4.25 2.75 45% 25% 33 New process for shrinking rayons will add to royalties,  =—__ 
Collins & Aikman......... Upholstery _(F)4.16 4.00 2.75 35% 16% 29 Strong di d for autos and furniture improve sales. 
Industrial Rayon Corp...... Rayon yarn 1.78 3.00 2.00 | 29 16% —_—«235/g_~ Both productive capacity and sales are at new highs. 
OT, eee Silk wear (3)0.77_ (0.50 _—0.50 1514 7 __7% Hosiery Profits margins still unsatisfactory. _ 
Real Silk Hosiery Mills... . . Hosiery 0.41 def. or 4¥ 13%, 134, Profitable second half will not offset first half loss, ae: 
Sanford Mills............. Upholstery (N)1.48 — 1.50 2.00 35 26 28 Upholstery and pyroxylin products in good d d ~~ 
Tubize Chatillon.......... Rayon yarn Nominal _—1.30 see 10 4%, 6% Company continues recovery but dividends are remote. 

Van Realte Co............ Lingerie 6.06 5.75 2.25 39% 221% 2614 Nylon and rayon goods sales offsetting silk losses. 

ae ee. (F)—Fiscal year ends Feb. 28 of following year. |(J)—Fiscal year ends June 30 of following year. (N)—Fiscal year ends Nov. 30. s—plus 
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acquiring heavy inventories of finished textile products 
purely as additional supplies to be on hand in case of a 
greater emergency. Army orders already received by 
the cotton textile industry have reached gigantic pro- 
portions and will be further increased as time goes on. 
The inclusion of event a partial list of the orders for cot- 
ton materials is impossible due to lack of adequate space 
hut it includes such items as 52,000,000 square yards of 
khaki cloth, over 17,000,000 yards of unbleached cotton 
drill, 20,000,000 pairs of cotton socks as well as similar- 
lv fabulous number of shirts, draws, handerkerchiefs, ete. 

Civilian demand for cotton goods has also increased. 
Last vear domestic consumers bought about 67.8 square 
yards of cotton cloth of all kinds per capita as com- 
pared with only 55.6 square vards in 1938 and a peak of 
72.4 square yards per head in 1937. This year’s cotton 
consumption will approach 70 square yards per capita 
on the basis of ordinary consumption but if military or- 
ders are included consumption of domestic cotton goods 
will establish a new high record. On a basis of raw 
cotton consumption, demand for textiles will be equiva- 
lent to 7 per cent of a full bale of fibre per capita or close 
to 10,000,000 bales for the entire population. 

Cotton costs will, however, be higher. The govern- 
ment specifies particularly high grade yarns in the man- 
ufacture of its materials with the result that only the 
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longest staple fibres are acceptable. This 
places a relative scarcity value on this par- 
ticular commodity which finds reflection 
also to some extent in higher quotations for 
less choice grades. Very much higher prices 
for cotton are, however, not indicated. Gov- 
ernment stores of cotton under loan are about 
10,000,000 bales and despite heavy consump- 
tion this year there will very probably be a 
sizable carry-over due to declines in exports. 

Consumer demand for cotton cloth has 
improved mill inventory positions which 
were heavily increased during a spell of poor 
demand in early summer. It is probable 
that new orders will exceed production ca- 
pacity for the next several months for stocks 
in jobbers’ and manufacturers’ hands are low. 

Mill margins—the difference between cot- 
ton goods selling price and the costs—are 
fairly good this year. Next year’s prospects 
are not so clearly defined but as far as can 
now be seen, the period of fairly profitable 
operations will extend well into the second 
quarter and perhaps beyond. 

The situation in the woolen industry is 
quite similar to that which prevails in the 
cotton goods industry as far as production 
activities are concerned for it too is produc- 
ing materials at the top of its capacity. The 
Army is at present the largest individual 
customer for woolen goods; having on order 
nearly 30,000,000 yards of various woolen 
materials and more to come. Since there 
is not an over-abundant supply of raw wool 

SS to be had, demand for woolen fabrics is strong 

from civilian buyers who not only are selling 

more woolen clothing but are also increas- 
ing cloth inventories in anticipation of higher prices. 
Unfilled orders for other than military requirements total 
about the same as government orders and the industry 
therefore has on hand unfilled orders for approximately 
60,000,000 yards of goods. 

Heavy government woolen cloth orders have mod- 
erately firmed raw wool prices which are now about 4 
per cent higher than a year ago although not as yet high 
enough strongly to affect pront margins nor to restrict 
civilian demand. Wool prices are, however, at about 
last year’s high levels—reached when a scarcity was 
feared—and if normal imports are restricted, prices 
should stabilize somewhere in the vicinity of present 
levels. A new development may cause some future dis- 
location of wool markets. That is the recently enacted 
“Wool labelling act.” 

Under the terms of the new law it will be necessary 
clearly to indicate the percentage of “wool,” “Reprocessed 
wool” and “Re-used wool” as well as any “filler” in a 
given piece of fabric. If consumers balk at the acceptance 
of reprocessed wools or even a certain proportion of re- 
used wools it will not only make manufacturers’ costs 
heavier but will also considerably devalue large stocks of 
these commodities upon which the industry must depend 
to furnish its normal demand. 

Earnings of leading woolen (Please turn to page 431) 
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— Probabilities of Sustained Market Moves 
— Big Steel vs. Bethlehem 


BY FREDERICK Kk. 


On minor problem of prices confronts the investor or 
trader so frequently that some attempt to analyze it is 
worth while. Stated in concrete terms as every reader 
has run up against it, it is this: Having decided upon 
buying for either short or long term purposes, and finding 
that the market has advanced over the past five trading 
sessions, is it advisable to postpone purchases because 
of the likelihood that some setback must occur before 
the rally can continue? Or if selling is contemplated, 
and decided upon after a succession of three straight 
daily declines, do the probabilities favor waiting for 
a reversal? 

In other words, the question is how long the odds 
grow against an unbroken move as it continues. Any 
light thrown on this point obviously gives the trader 
an opportunity to take advantage of market habits, but 
it is even more important as a means of establishing a 
rational background in those moments when prices seem 
firmly geared to a one-way track. 

There are two ways of approaching this question. 
The first is based on straight mathematical probabilities, 
treating the market as a detached matter of 
chance. For example. if you toss a penny in 
the air the chances are 1 to 1 that it will come 
down heads. Having shown a head once, the 
chances are again 1 to 1 that another head will 
turn up. And after two heads in a row, the 
chances are the same for a third. If by some 
freak you should toss a hundred heads in 


w 


1.6 


a 


DODGE 


succession, the chances that the next would also be a 
head are still 1 to 1. 

However, if the odds are calculated in advance of the 
first toss, they are 1 to 1 against a single head, 3 to 1 
against two in a row, 7 to 1 against three in a row, 
and 511 to 1 against ten in a row. Out of 512 attempts 
to toss ten successive heads, in other words, only one 
would theoretically be successful. And if the market 
were a matter of pure detached chance (as some seem 
to think) the odds would be 511 to 1 against any of its 
moves being extended to ten successive trading sessions. 

The actual results of a decade’s trading are shown 
in the accompanying charts and table. Between the 
beginning of 1930 and the end of September, 1940, there 
were 3,237 trading sessions in which 1,690 moves took 
place. (A move for our purpose is determined by closing 
prices. If ten days in a row show plus signs, that is one 
move covering ten sessions.) 

It is found, as would be expected, that the odds against 
lengthy unbroken market moves are considerably greater 
than those of pure probability. For instance, the mathe- 
matical chances of six consecutive tosses of the same 
face of a coin are 31 to 1. (Note that if six heads were 
required the odds would be 63 to 1 against.) The fre- 
quency based on experience shows that the chances 
against the market either advancing or declining six days 
in a row are slightly over 50 to 1. Naturally, the longer 
a market move persists the nearer it gets to a point 
at which the changed price and technical conditions 
must bring about a reversal. 

Only one move in more than 
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a decade has lasted for ten suc- 
cessive days. It happens that the 
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circumstances at the time of that 








11.5% 


53% 38% 


1.0% 0.5% 








KX 





DAYS 3 2 3 a 5 6 sf 


> 
o 


2 


move had some similarity with 
those of last October. Starting 
on October 1, 1936, the market 
gained in each session through 
October 13, although the total 
ground covered was somewhat 
less than in many shorter moves. 
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At that time the approaching Presidential elec- 









































































































































tion had reached the point where few could | ff 299 
feel any doubts about its outcome. The mere | ) | | | | | | } 
fact that the result, good or bad, was no longer | 
a cause of worry and indecision apparently al- | > ODDS AGAINST A 
lowed the market to stage the longest move in | J MARKET MOVE 
at least a decade. CONTINUING A CERTAIN 
There have been thirty-three moves in this | soo |_| MINIMUM NUMBER OF 
whole period which persisted for six days or | . SESSIONS IN EITHER 
more. These were fairly evenly divided—eighteen | DIRECTION 
rallies and fifteen declines. However, the declines (ff 35, 
covered more ground, with almost eleven points | TO ay | 
the average total loss for a down move against 
only eight and one-quarter points the average fF j99 | 
for a rally lasting six days or more. The six- (J 10 ar 
day drop in late September, 1930, set the record, | | 
amounting to 21.85 points in the market aver- 50 EXPERIENCE 
age. Largest rally was the 18.88 points in June, |} ‘0 [———]|_ FREQUENCY —- ra 
1938. | | 
Hopes of finding some common pattern among AN 
these moves lasting six days or more were dis- | 20 /| 
appointed. They neither taper off nor gain mo- | yrs wsirponty 
mentum as a matter of habit. Rallies have a_ | 
slight tendency to start gradually, move faster 4 - 
in the middle and then slow down in the last ) | 
couple of days, but on the average, declines pur- 
sue a fairly steady course. There is evidently vO - | ica, 
no way of recognizing from internal evidence | | | 
the approaching end of a series of unbroken | 
declines or advances. | | | | 
But to return to the problem of the would-be J 1 | 
purchaser who finds that he has made up his_ | 4 | 
mind only after the market has gained for five | 
successive days. The mathematical probabilities | To 7 ge : a : ; . ; ‘0 
are the same as in penny-tossing—1 to 1 that | 
CRESS ES ORR 


the next session will record another plus sign. 
Based on experience, however, the chances are 
1.91 to 1 against another gain (or loss if the prob- 
lem be reversed). Approximately two out of three 
moves that extend to five days stop there, and only one 
out of three go on for at least another day. That means 
that the odds are almost 2 to 1 that buying im- 
mediately will not prove immediately profitable. 

The long term purchaser will find this only one factor 
to be weighed in his buying program. For the short 





Classification of All Market Moves, January, 1930, 
Through September, 1940, by Number of Sessions 
Without Reversal of Direction 


Length of Number Number 

Move of Moves of Days 
OE EEE COE RAO CCT COC 872 872 
IICGRAME 056 woinic.csc'vic eine wine’eisie 436 872 
UCC Sa AOC Orr 194 582 
WME NY fei a' 0/0 :5: 01.6: 0/610: ciaieisis'o%e cies 90 360 
RUM MONRUE 2 oi aterc: ofa vaeioloicalosaigvoun'e 65 325 
ORM CAAUE: <0 oral icle/ora/elcieie' soto lessiererciors 16 96 
SMM OMNUUIME aio sae oo cvarcter au eceiere 8 56 
CEO OC ee AOE 8 64 
RN MSE oie: o5 av sis 15 oWieleid ones Clete: 0 0 
WON GAS eo: 620591 55/6555. 0's d.a'Gisiel acess 1 10 
PRRMMCRE gay 5s os eV orn @iniexcvolereiy 6. Soe 1,690 3,237 
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term trader it should be a matter of considerable im- 
portance. To both, these figures are a constant reminder 
that a market can safely be chased only a certain dis- 
tance. “Better never than late” say some traders, but 
without going that far, we can at least recognize the im- 
placable lengthening of odds against us as a market 
persists in a certain direction. 


Big Steel vs. Bethlehem 


In 1932 you could have bought Bethlehem Steel for 
714, but the best bargain you could have made in U. S. 
Steel all through the depression was 2144. In 1937 you 
could have sold Bethlehem for 10514, but you could 
have got 21 points more for Big Steel. During most of 
the intervening time there was a substantial spread be- 
tween the two stocks, and it was in favor of Big Steel. 
Yet today the smaller company’s stock commands a 
premium of almost twenty points over its larger rival. 

There are two common and quite valid explanations. 
One is Bethlehem’s stake in the shipbuilding business, 
large enough to have carried the company past several 
low points in the steel industry without dipping into 
red ink. The other is the quality—call it greater effi- 
ciency, more economic size, better management or 
whatever you will—which enables Bethlehem to boast 
of a lower pay point than (Please turn to page 430) 
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Carryover Markets 


On the last day of 1940 eleven 
stocks made new highs for the year. 
Four of these started 1941 by ex- 
ceeding their previous highs and two 
of them equalled former peaks. Out- 
standing were Universal Pictures pre- 
ferred—up 11 points on December 
3Ist and at one time 12 points on 
January Ist—and Savage Arms. 
Savage has been one of the real war 
babies. It sold at 17 early last year, 
paid $4.00 in dividends, and closed 
at 42 with a top made on the last 
day at 43. Then it exceeded that 


mark fractionally on the day after 
New Year’s. 

Of the bear markets persisting to 
the year-end, that in Bangor & Aroos- 
took preferred was most dishearten- 
ing. The stock closed on the low at 


Courtesy york Ice Muchsnery Corp. 


For Profit and Income 


2414, opened 1941 at 244% and 
slipped to a close of 24 at the end of 
the first session. 


Good Buying— 
Equally Good Selling 


Lifting of pressure on some of the 
better grade common stocks was 
noticeable toward the end of the 
period for tax selling. This had been 
anticipated and it was accompanied 
by reports that some of the quiet 
purchasing was for important inter- 
ests who should know what they are 
doing. Stocks like Corn Products, 
Johns-Manville, Dow Chemical and 
Eastman Kodak were mentioned. 

At the same time it was apparent 
that owners of General Motors and 
Chrysler were tiring. And their sell- 
ing was reported as equally good. 





The world's largest single installation of refrigerating equipment for air conditioning 
is in the Capitol Building, Washington, D. C. 
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The question before the big motor 
manufacturers is: can they, if neces- 
sary, switch over to arms production 
at the expense of their normal work 
and continue to make money at the 
usual rate? Granting that their vol- 
ume would hold up, doubts are felt 
concerning profit margins in a new 
and confusing phase. 

At any rate, the motors were 
conspicuously soft as 1941 trading 
got under way. 


Liquidation Completed 


T. J. Carlyle Gifford, British 
Treasury agent in charge of selling 
British-owned American securities, 
has announced the completion of 
liquidation in 57 stocks and 11 bonds. 
The need of England for dollars 
forced the selling, but it would have 
been supposed that the same motive 
would have concentrated the liqui- 
dation first among those issues that 
were yielding little in the way of 
income. In that way dividends 
would continue generous on the 
stocks held for later disposal. How- 
ever, here are a few of the issues no 
longer owned by the British: 


1940 closing 1940 
price Dividends 


Atchison ..... 1814 $1.00 
Bethlehem Steel 861, 5.00 
Ches. & Ohio... 43 3.25 
Com. Edison . 293% 1.80 
Consol. Edison 221% 2.00 
Corn Products . 4534, 3.00 
Douglas Aircraft 77 5.00 
Int'l. Bus. Mach.... 15934 6.00 
plus stock 
Norfolk & Western... 21334 15.00 
J.-C. Penney...) 86 5.00 
Reynolds “B” ...... 31% 2.25 
Safeway Stores ..... 431% 3.50 
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It is a strange fact that it would 
be impossible to replace some of 
those yields in comparable issues in 
the British market, although Eng- 
land is at war and we are not. 

Some of the liquidation was known 
to have been completed by offerings 
over the counter, and the ease with 
which these blocks were absorbed is 
considered a good sign. Theoreti- 
cally, the issues which have been 
completely eliminated from British 
holdings should feel a relief of pres- 
sure, although they may not have 
been thoroughly digested in this 
country as yet. 


Routine New High 


Rayon output for last year is esti- 
mated at 460,000,000 pounds. This 
was a gain of 20 per cent over 1939; 
and 1939 showed a gain of 33 per 
cent over 1938. Ten years ago the 
total output was only 127,000,000 
pounds, 


Possible Switch 


The hardest thing to find in the 
market is a low-priced stock which 
will permit switching out of another 
and less satisfactory commitment on 
even terms. The chances are—natur- 
ally—that any issue selling in the 
same range is equally doggy. There- 
fore a good many investors would 
rather sit with an unwanted issue 
than compound the mistake by a 
switch. 

One that might be considered for 
this purpose is United Drug. There 
is nothing dynamic about the stock, 
nor is any sudden action to be ex- 
pected. The company has been do- 
ing a little better than in 1939 ac- 
cording to reports so far available. 
It earned 7 cents a share in the first 
nine months against a deficit of 2 
cents in the same period of 1939. 
The fourth quarter is, of course, the 
profitable one and it is likely that 
earnings for all of last year will be 
found to have equalled the 80 cents 
a share reported for the previous 
year. 

United Drug is selling at 442. Un- 
til last year that was the low for the 
issue, but it got down to 3%4 in the 
general discouragement over peace 
stocks. The company is understood 
to be turning more of its attention 
to production of pharmaceuticals and 
less to the department store end of 
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1940 Trends 


Year End Position 
1939 1940 


Market Index (309 issues)... 64.5 53.9 
100 High Priced Stocks. . 66.8 58.7 
100 Low Priced Stocks. .... 56.1 44.2 
40 Bonds......... 92.9 96.0 
London Stocks. . . . 97.1 87.6 
Commodities....... . = 124.5 117.9 
Industrial Raw Materials... . . 129.1 120.9 
Agricultural Products 122.1 126.1 
Business Activity.......... 102.3 109.2 
Capital Goods Activity 104.8 127.6 
Steel Operations... . .. 89.5 97.0 
CO ee 700,242 651,392 
Elec. Pwr. Prod. '000 KWH. 2,622,850 2,404,316 
Engineering Contracts....... $82,544,000 $53,460,000 
Inventories (a)............. 107.0(b) 124.7(b) 
Exports (11 months to Nov.) 

Ci ae $2,809 $3,703 
Imports (11 months to Nov.) 

GUNES ck oo Cacevieeccs $2,071 $2,372 


(a)—National Industrial Conference Board. 


Year-end Trend 
Change 1940 
Down 16.5% 
Down 12.1% 
Down 21.2% 


Mild seasonal rally. 
Mild seasonal rally. 
Mild seasonal rally. 


Up 3.3% 
Down 9.8% 


Prices at peak. 
Resistant but firm. 


Down 5.3% 
Down 6.3% 


Trend gradually upward. 
Trend gradually upward. 





Up 3.2% Trend gradually upward. 

Up 6.7% Making new highs 

Up 22% Reflecting defense impetus. 

Up 8.4% Steady at capacity. 

Up 7.5% Contra-seasonally high. 

Up 9.1% At record levels. 

Up 54% Gaining rapidly. 

Up 16.5% Gaining sharply. 

Up 32% Further i foreshadowed. 

Up 14.5% Crude materials imports up sharply. 


(b)—November 30. 





its business. If it could take one 
penny extra profit out of each sales 
dollar, the results based on 1939 
volume would be an additional 66 
cents per share on the stock without 
allowing for the leverage provided 
by fixed charges. 

Taxes are stiffer, but current earn- 
ings do not seem likely to draw a 
penalty under the excess profits levy. 
For one with reasonable patience, 
this might make a profitable switch. 


York Comeback 


When the big depression hit the 
country, York Ice Machinery Corp. 
also had a private problem of re- 
building its business in a new pat- 
tern. With the demand for ice ma- 
chinery cut to nothing, years of 
research went into the task of de- 
veloping the present line of products 
in air conditioning and mechanical 
refrigeration. Inevitably those were 
profitless years, with 1937 the only 
one in which a loss was avoided, until 
now, when the company reports 
earnings equal to 68 cents a share 
on the common for the fiscal year 
ended September 30. The annual 
report states that outside of sup- 
plies and repairs “about 80 per cent 
of the underlying products forming 
the nucleus of sales in recent months 
have been developed during the last 
eight years.” In other words, it is 
no longer an “ice machinery” manu- 
facturer, and a change in name is 


- contemplated. 


The common stocks sells around 
3 and the preferred around 40, both 
over the counter. Accumulated divi- 
dends on the 7 per cent preferred 
amounted to $88.25 at the end of 
1940 and the possibility that some 
action may be taken toward elimin- 
ating these has attracted attention 
in the Street. 


Heavy Construction 


Construction awards as reported 
by Engineering-News Record have 
shown their eighteenth consecutive 
gain over the year before. Private 
awards show the best gain for the 
most recent week, with Federal 
placements lower, although the holi- 
day season has interferred with 
week-to-week comparisons. 

Predictions have been made that 
the rush in construction will taper 
off by the middle of the year, but it 
is hard to see the justification for 
this reasoning. It is true that some 
of the emergency work will have 
been completed, but many of the 
plans now being drawn will not have 
reached the contractors by then. If 
industrial production is to be strain- 
ing for greater levels all year as pre- 
dicted, it will take restrictions of 
some sort to prevent manufacturers 
in non-defense lines from adding to 
their capacity where such action 
does not interfere with the arms 
output. (Please turn to page 430) 
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Detinite and Continuous Advice 


IN TODAYS WAR MARKETS 


Fast, Definite Telegraphic Service Advises You 
What and When to Buy and When to Sell... . 
When to Contract or Expand Your Position 


. war markets compress in a period of weeks 

miniature bull and bear movements which formerly took 
many months to develop. Sound securities which only a 
few short weeks ago represented industries with attractive 
prospects are today considered probable laggards due to 
priorities, price controls and other factors. 


This changing order has material repercussions on your efforts 
to protect and increase your security capital. To meet these 
conditions THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street is conducted. I+ recognizes 
the vital importance of correctly timing your commitments 
and provides specialized programs . . . by telegraph and by 
frequent mailings . . . for short term and longer term 
investment, 


Rare Opportunities Developing 


In view of continued record-breaking business volume and 
high earnings, the market is at a level which discounts much 
of the uncertainties of war and taxes. Individual stocks are 
selling at an extremely low ratio of prices to earnings with 
a favorable basic outlook. On recessions, such situations 
provide outstanding buying opportunities. 


Buoyancy will be highly selective over the months ahead. 
Our gigantic armament program and huge war orders from 
Britain would stimulate and sustain business activity. Many 
industries should benefit materially. Other industries will 
be retarded by rising taxes and higher labor costs, while 
some, engaged in the manufacture of non-essential products, 
will be dormant or decline. 


Now is the Time to Act 


Proper action on your present portfolio now may determine 
your capital status for many months to come. Our first step 
in serving you will be to appraise your present securities, 
advising you what to hold and what to sell. This initial report 
and our continuous consultation service can be of great value 
to you. 


As an added inducement to enroll with THE FORECAST we 
extend to you our Special Offer of Free Service to February 
15. You may strengthen your position, prepare to recoup 
losses and participate in stocks especially selected by our 
analysts for their price appreciation possibilities. You will 
be definitely advised what and when to buy and when to sell. 








THE INVESTMENT AND BUSINESS FORECAST 


of The Magazine of Wall Street 


90 BROAD STREET CABLE ADDRESS: TICKERPUB NEW YORK, N. Y. 
I enclose [) $75 to cover a six months’ test subscription ) $125 to cover a full year of The Investment 
and Business Forecast starting at once but dating from February 15, 1941. 1 understand, that regardless 
of the telegrams I select, I will receive the complete service by mail. [] Check here if FREE Air Mail is 
desired in the United States and Canada where it expedites delivery of our bulletins. 


Send me collect telegrams on all recommendations checked below. 
Private Code after our Code Book has had time to reach you.) 


(Wires will be sent you in our 


o UNUSUAL Low-priced Common Stocks for Market Appreciation. One or two wires a 
month, on average. Maximum of five stocks carried at a time. $1,000 
OPPORTUNITIES capital sufficient to buy 10 shares of all recommendations. 
oO TRADING Active Common Stocks for Short Term Profit. One or two wires a month, 
ADVICES on average. Maximum of five stock carried at a time. $2,000 capital 
sufficient to buy 10 shares of all recommendations. 
A A Dividend-paying Securities for Profit and Income. One or two wires a 
O an RGAIN month, on average. Maximum of five stocks carried at a time. $2,000 
DICATOR capital sufficient to buy 10 shares of all recommendations. 
ND 3 Sih cash lke ee oes Bes ee ena aiene CAPITAL OR EQUITY AVAILABLE 
IB is Locke S65 ssh; Sod, 5 Koes Re IS Sore ora FRC EINS Dette OF OE RI an - od P aera ea Fae ine eae 
MME a oad 5 eb se Ga Ace heel le Gla ceiai sc islo een eee eh OO ED 5 ora w Oc ea ones . dan. 11 


Continuous Consultation. Submit Your Securities for Our Latest 1941 Analysis. 





New 
Year 
Offer! 
& 


Your subscription will 
start at once but date 
from February 15 


5 
We serve only in an advisory 


capacity, handle no funds or 
securities and have no finan- 
cial interest in any issue or 
brokerage house. Our sole 
objective is the growth of 
your capital and income 
through counsel to minimize 
losses and secure profits. 
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CONCLUSIONS 


INDUSTRY—Business best on record; 
but is still 39% short of 1929 peak 


on per capita basis. 


TRADE—Christmas retail sales highest 


ever on volume basis. 


COMMODITIES — Moderate rise in 


commodity prices forecast for 1941. 


MONEY AND CREDIT—Federal Re- 
serve presents report to Congress 
urging legislation for tighter control 


of credit structure. 























The Business Analyst 


With plant closings over the Christmas holi- 
day much less extensive than usual, the nation's 
physical volume of Business Activity has ex- 
panded sharply to by far the best level in his- 
tory, and closes the year even on a per capita 
basis within less than 4% of the all-time record 
peak of 113.4 touched in 1929. Revised esti- 
mates for December indicate a per capita level 
of around 107.2 for this publication's index, 
compared with 101.5 in November, 99.8 during 
December of 1939, and 105.4 for the calendar 
year 1929. Adjusted to the basis on which 
the Federal Reserve Board's index of Industrial 
Activity is computed, our own index of Busi- 
ness Activity was 131 in December, compared 
with 124 for November; thereby pointing to 
rapid diffusion of Industrial Activity throughout 
the general business fabric. 

x * x 


Owing to exceptionally great activity over 
the year-end holidays, a brief set-back in our 
weekly business index may be expected during 
the opening weeks of the new year; but with 
ever-mounting pressure for speed in turning out 
war goods for England and our own needs, 
there is not likely to be a recession of anything 
more than a minor and temporary nature for 
at least another eighteen months, when expendi- 
tures for home defense are now expected to 
peak — unless hostilities should come to an 


(Please turn to next page) 
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(Continued from page 403) 


abrupt end, or the Federal Reserve Board should 
raise reserve requirements drastically. On the 
contrary, it is quite possible, under forced draught, 
for industrial activity to expand far beyond 
what had previously been supposed to be the 
limitations of capacity. Plants can be put on a 
24-hour, 7-day, basis; subcontractors can be set to 
work; goods can be standardized; mass production 
methods can be devised; unskilled workers can be 
trained; obsolete plants can be rehabilitated and 
new plants rushed to completion. But all such 
expedients for raising output take time; so that, 
while there is virtually no rigid ceiling to produc- 
tion, there is a ceiling to the rate at which expan- 
sion can be forced without skying costs, and 


* * * 


Thus far output has not been forced fast enough 
to cause any material price advance, except in 
isolated instances; though prices received by 
farmers are rising faster thqn prices paid, 
despite extensive loss of export markets. The 
cost of living is only fractionally higher than a 
year ago, wholesale prices are up only 14 of 
1%, and retail prices 2%, while raw ma- 
terial prices actually average nearly 2% lower. 


* * * 


New capital raised through offerings of cor- 








porate securiies during November was eight 
times as large as during the like period in 1939, 
bringing the increase for 11 mon‘hs up to 98%. 
According to the National Industrial Conference 
Board, mew orders booked by manufacturers 
during November were 56% ahead of last year, 
against a rise of only 15% in shipments and 17% 
in inventories. Farm income during Novem- 
ber, including benefit payments, was 9% above 
last year, against an 11-months’ rise of only 7%. 
Merchandise exports in November. were 11% 
ahead of last year, compared with 24% for 11 
November's wholesale sales were 
7% above ‘ast year, with month-end inventories 
Rural sales were up 12%, against 
only 5% for 11 months. Department store 
sales in the closing week of 1940 registered the 
largest physical volume on record, and were al- 
most fabulously larger than for the like week of 
1939, owing to the circumstance that the 1940 
week included two shopping days before Christ- 
mas, whereas the closing week of 1939 covered 
no pre-Christnas sa'es. 


* * * 


Carloadings in the closing weeks of 1940 
showed a much less than seasonal decline, and 
N. O. |. for December was probably the largest 
for any like month since 1930. Net income of 
the railroads in 1940 was around $140,000,000, 
against $93,000,000 for 1939. 


* * + 


Building permits granted during November 
were 56% ahead of the like period in 1939. 
making an 11-months’ increase of 18%. Engin= 
eering construction contracts awarded during 
1940 were 33% heavier than in 1939 and 1% 
above ihe previous record made in 1929. 


Latest Previous Last 
Date Month Month Yeo 
INDUSTRIAL PRODUCTION (a)|} Nov 132(pl) 129 1 24 
INDEX OF PRODUCTION AND 
MRADERO). «2.5. ec wees s Nov 99 96r 93 
ice) OSE ee ee oe ea Nov 101 98 94 
Durable Goods. .............. Nov 99 96 85 
Non-durable Goods........... Nov 103 991 98 
Primary Distribution............ Nov 91 87 89 
Distribution to Consumers....... Nov 102 971r 95 
Miscellaneous Services......... Nov 92 92r 85 
| WHOLESALE PRICES (h)...6 os: Nov. 19,3 78.6 79.2 
| INVENTORIES (n. i. ¢. 6b.) 
SE TOTS hy ene nearer te Nov 124.7 122.71 107.0 
RES CAS EC ee een Sie cad Nov. 208 198 + 133 
SOS Soe cree eee Nov. 150 147 131 
COST OF LIVING (d . 
All Items. ...... ae Nov. 85.5 85.5 a: | one 
5 ge ae ern teres A! Nov ULE 77.4 719.6 
5 Co aaa id ee Reale Nov 87.5 87.4 86.7 
Ch ne eee eer Nov 13.4 73.1 72.9 
Fuel and Light................ Nov. 86.3 85.9 85.6 
Dinas ee et as ee ee Nov. 98.1 98.16 96.8 
| ___ Purchasing value of dollar....... Nov. 117.0 117.0 116.7 
NATIONAL INCOME (em)t....|18t10 mos, 60/652... 57,352 
“CASH FARM INCOME} 
Farm Marketing............... Nov. $864 $1,049 $808 
Including Gov't Payments....... Nov. 943 1,126r 884 
Total, First 11 Months.......... Nov. BRE ation VN 
Prices Received by Farmers (ee)..| Nov. 30 44 99 91 
Prices Paid by Farmers (ee)... .. Nov. 122 122 122 
Ratio: Prices Received to Prices 
Paid (ee) SS Sera _ Nov. 81 81 80 
FACTORY EMPLOYMENT (f) 
Durable Goods............... Nov 112.4 109.9 98.3 | 
| __Non- durable Goods........... Nov 109.1 1 110. 2 109. 2 | 
FACTORY PAYROLLS (f).. Nov 114.7 7 114. 5 101. 7 
RETAIL TRADE 
Department Store Sales (f)...... Nov 101 94 93 
Chain Store Sales (g)........... Nov 124 120 dad) 
Variety Store Sales (g)......... Nov 132 123 122 
Rural Retail Sales (j)........... Nov 137.9 122.0 122.7 th 
Retail Prices (s) as of. ere Se? Nov 95.0 96.2 96.7 oe ok 
FOREIGN TRADE up 6%. 
Merchandise Exportst.......... Nov $328 $343 $292 
Cumulative year's totalf to...... Nov. =) | ee 2,809 
Merchandise Importst.......... Nov. 223 207 235 
Cumulative year's totalt to...... Nov. rete. = wa 2,071 | 
RAILROAD EARNINGS | 
Total Operating Revenues*..... 1st 10 ms. $3,539,445 —«..... $3,281,797 | 
Total Operating Expenditures*. .|1st 10 ms. 2,563,885  —....... 2,413,033 | 
ae oe. 1st10ms. 340,660... 300,952 | 
Net Rwy. Operating Income*...|1st10 ms. 527,102 —......... 457,433 
Operating Ratio %............ 1st 10 ms. cf 13:59 
Rate « OF ARGHIIN Doo so <5.) 0!o 000 ee 1st 10 ms. 2. =| : Cee 2.07 
‘BUILDING Contract Awards (k).| Nov. $380 $383 $300 
F. H. A. Mortgages 
Selected for Appraisalf........| Nov. 84 116 81 
Accepted for Insurancet........ Nov. 67 92 65 
Premium Paying{.............. Nov. 69 80 67 
Building Permits te) 
214 Citiesf..  Voclpasseuecael | OM $82 $119 $85 
New York Cityt. Pee Rn a. Nov. 20 18 16: 
PENRO Os Ts.os 6 oo sie alesis ane Nov. 103 137 101 
Dec. $399 $383 $190 
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Latest Previous Last 
Date Month Month Vins PRESENT POSITION AND OUTLOOK 
STEEL | 
Ingot Production in tons*....... Nov. 6,283 6,462 6,148 Record field stocks, built up against a possi- 
Pig Iron Production in tons®. . Nov. 4,403 4,447 4,167 | bility that diversion of skilled labor to defense 
___ Shipments, U. S. Steel in tons*. .| Nov. 1,425 1,572 1,406 | work may hamper production of cars and trucks 
_ - | in 1941, will of themselves probably lead before 
| AUTOMOBILES | long to slackening in the rate of assembling; since 
Production | the present record rate of consumer buying is 
Factory Seles................. Nov. 510,973 514,374 368,541 prompted in part by widespread circulation of 
Total 1st 10 Months. .......... Oct. 31 3,674,434 ~—....... 2,895,059 | predictions that 1941 will witness a shortage of 
Registrations | ears and higher prices. 
Passenger Cars, U.S. (p)........ 1st10mos.2,779,586  ...... 2,175,262 
Trucks, U. S. ae 1s'10 mos. 500,000 est. ...... 408,002 es 
“PAPER (Newsprint) North American mill shipments of newsprint 
Production, U.S. & Canada * (tons)..} Nov. 367.7 398.1 367.6 | during November were 2% lower than for the 
Shipments, U.S. & Canada* (tons).| Nov. —...... 376.7 369.3 | like month of 1939, leaving month-end mill 
Mill Stocks, U. S. & Canada* (tons).| Nov. 192.6 199.0r 906.9 | stocks at a level 7% lower than at the end of 
ee ae ee ——-- | November, 1939. Cigarette withdrawals in 
LIQUOR (Whisky) | November were 1% lower than for the like period 
Production, GOLF. 502... coes Nov. 11,761 10,303 9,018 | of 1939, leaving an increase of 4.5% for 11 
Withdrawn, Gals.*.............. Nov. 10,529 8,982 10,370 | months. Cigar output for 11 months was 0.4% 
_ Stocks, Gals.*...-.- 60-60 0-205 Nov. 475,611 476,298 + 465,931 | above the like period in 1939, snuff was off 1% 
| GENERAL : | and other manufactured tobacco up 0.5%. 
Paperboard, new orders (st)....... Oct. 486,181 399,133 497,834 | Ree 
Machine Tool Operations. . -| Nov. 95.4 96.8 91.2 
Railway Equipment Orders (Ry) | ‘ ve | — put es new or rebuilt 
RLGCHNRTEIE os o-oo os o's Siete Lisle Nov. 40 30 41 | freight cars and 367 locomotives in service 
ASE CO en ee Nov. 9,026 11,786 17,698 | during the first 11 months last year, compared 
Passenger Gas... . 606s chit ws Nov. 10 67 g | with 20,085 and 310, respectively, in the like 
Cigarette Productiont............ Nov. 14,347 16,448 14,461 | period of 1939. Equipment on order as of Dec. 
Bituminous Coal Production * (tons).| Nov. 40,300 38,700 43,301 31 consisted of 30,684 freight cars and 182 loco- 
Portland Cement Shipments * (bb'Is).| Nov. 10,329 15,776 10,147 | motives, compared with 36,198 and 115, re- 
Commercial Failures (c)........... Nov, 1,024 1,111 1,184 | spectively, on the same date in 1939. 
| WEEKLY INDICATORS 
—_ =. ear PRESENT POSITION AND OUTLOOK 
| M. W. S. INDEX OF BUSINESS 
ACTIVITY 1923-25—100...... Dec. 28 109.2 107.8 102.3 As national defense production ae ——— 
tars é ee Pees Eis is Se ss 
ELECTRIC POWER OUTPUT ave car tyr aemacbngrt 
K.W. LH. Ff... vet eet teense seen ees | Dec. 28 2,623 2,911 2,404 last year. Largest gains are reported by the 
| TRANSPORTATION <F =a all 7 | Central Industrial, Rocky Mountain and Southern 
Carloadings, total................ Dec. 28 545,307 697,755 550,270 | ‘estons. ae ae 
TT Siren tse co. is Dec. 28 21,983 27,933 26,441 
| LETS Rea ER GMCS Dec. 28 113,618 148,580 130,207 There can be no shadow of a doubt that current 
Forest Products...............00. Dec. 28 24181 37,454 19,766 steel mill capacity, with additions now under 
Manufacturing & Miscellaneous....| Dec. 28 234,094 297,176 226,639 | way, is ample to meet any conceivable demand 
EEC Ge ES = cS ee Dec. 28 120,346 148,953 117,351 for export and home defense; but there is sharp 
pes Sg a difference of opinion between the industry's 
STEEL ‘PRICES — executive and Washington officialdom as to 
Pig lron $ per ton (m)............ Dec. 30 23.44 22.61 22.61 adequacy for both civilian and defense needs. 
Scrap $ per ton (m).............. Dec. 30 21.83 21.42 2t.17 In urging further enlargement of plant capacity, 
Finished c woe Ib. (m) CRE See Ye Dec. 30 2.261 2.261 2.261 the Government argues that post-war demand for 
STEEL OPERATIONS steel will be large enough to absorb the greater 
output, despite fears derived from experience 
% ai apeeiy nee ented Ged. . Jen 2 hovauall cil 66 | gained after the world war of 1914-18. It is 
CAPITAL GOODS ACTIVITY | contended in the trade that current record backlogs 
(m) week ended................ Dec. 28 123.3 127.6 99.4 convey a misleading conception of actual demand; 
PETROLEUM a : = - — —— of ere is not wanted until six 
months to a year trom now. 
| Average Daily Production bbls. * Dec. 28 3,386 3,621 3,545 . oe 
Crude Runs to Stills Avge. bbls. * Dec. 28 3,585 3,585 3,414 
Total Gasoline Stocks bbls.*...... Dec. 28 77,304 75,960 76,751 Petroleum industry executives advise a start 
Fuel Oil Stocks, bbls. *.......... Dec. 28 102,620 102,841 106,079 now on construction of additional facilities for 
Crude—Mid-Cont. $ per bbl... ... Jan. 3 1.02 1.02 1.02 supplying aviation gasoline (100 octane). 
Crude—Pennsylvania $ per bbI....) Jan. 3 1.63 1.63 2.23 | Capacity is at present adequate for estimated 
Gasoline—Refinery $ per gal....-. | Jan. 3 055 051% .06Yg| demand in 1941; but not for 1942. 











T—Millions. | *—Thousands. 
long term trend. 
(e)—Dept. of Agric., 1924-29—100. 


(g)—Chain Store Age 1929-31—100. 


(c}—Dun & Bradstreet. 


(h)—U. S. 


(a}—Index Federal Reserve 1935-39—100. 
(cm)—Dept. of Commerce estimates of income paid out. 


(ee}—Dept. of Agric., 


B. L. S. 1926—100. 


1909-14—100. 
(j)—Adjusted—1 929-31—100. 


(En)—Engineering News-Record. 


(b)—Federal Reserve Bank of N. Y. 100%— estimated 


(d)—Nat. Ind. Conf. Bd. 1923—100. 
(f)—1923-25—100. 
(k)}—F. W. Dodge Corp., (m)— 





lron Age. (n}—1926—100. (n. i. c. b.}—Nat. Ind. Conf. Bd. 1935-39—100. (p)—Polk estimates. (pc)—Per cent of capacity. (pl)— 
Preliminary. (r)—Revised. (Ry)—Railway Age. (s)—Fairchild Index, Dec., 1930—100. (st)—Short tons. 
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Trend of Commodities 


Although not pronounced, the persistent strength in com- 
modity prices over the past fortnight has restored levels 
virtually to the war peaks of October 1939. Spot prices are 
at the highest point in many months. The period under 
discussion has been featured by conspicuous strength in 
agricultural commodities, resulting in a corresponding 
narrowing in the spread between this group and the prices 
of industrial commodities. Higher prices for agricultural 
commodities has been the avowed aim of the Administration, 


while on the other hand prices of basic industrial raw ma- 
terials and semi-finished goods are being closely policed by 
the Defense Commission with a view to forestalling “un- 
warranted" increases. But with labor and other costs rising, 
the pressure for higher prices for both raw materials and 
finished goods will sooner or later become irresistible, and 
present methods of “discussion and negotiation" may prove 
inadequate for effective price control. The full impact of 
the defense program is still to be felt. 








U. S. DEPT. OF LABOR COMMODITIES INDEX 1926=100 


1915 1920 


1930 











1935 


U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 
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FINISHED PRODUCTS 
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RAW MATERIAL 
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1940 9. 
High Low Dec. 27 Jan. 3 High Low “Dec. 27 Jan. 3 
28 Basic Commodities...... 124.2 105.6 117.9 119.0 Domestic Agricultural 123.8 111.4 126.1 127.6 
import Commodities........ 132.9 104.7 119.8 119.6 Foodstuffs... . . . 120.0 100.5 114.0 115.6 
| Domestic Commodities... . . 118.7 105.5 116.7 118.6 Raw Industrial............. 128.4 101.3 120.9 121.5 
rr cemmmianaimanininl 
Latest Previous Year 
Date Wh artis. “Wh. a tile Ago PRESENT POSITION AND OUTLOOK 
—aied as er ey are ray 
wa tailed for the season, cotton turned reactionary in the | 
“MA, — Per PeEns, Sees ch a en early part of the opening week of the new year as | 
“i SN a ase a al aa alle :5 10.93 10.97 profit taking put in an appearance. As the week 
s vA 7 pacha Nass ita aad rey 4 10.61 10.50 11.66 drew to a close, however, renewed buying turned 
(in 08 000's) id weiadea eas aa : . ‘ , the market up and at the close prices recorded 
é gains of 10-14 points over the previous week. 
Senate td Bein sos snaues = 3 > ue a The start of 1941 saw cotton mills operating close | 
RUICABINE Pec b sisrkrdaveenara tna | : : : | 
Total Exports, season Aug. 1 to....' Jan. 3 535 520 3,116 C capacity, under the impetus of both trade and 
D overnment orders. Exports continue limited in 
Government Crop Est.............| Dee. 1 12,686 12,847 11,81 7(ac) A : : 
Active Spindles (000's) et 99 686 99.457 99.785 volume and the domestic prospect is the brightest 
seitindbactmnae enh Nice : et" _|_ phase of the cotton outlook. Total Government 
Pe ” | holdings, including the 1940 as well as previous 
WHEAT d 
Dilan ents pes be CM: esine ; crops, amount to — nm bales. 
Se EO VEL at wan, 2A Lana 873 86-87 1.035 
a Pee Aen salt ae es Lt | Jan. 4 nrg resin 1.01 . Wheat. Spurred by a contra-seasonal im- 
Exports bu. (000’s) since July 1 to.| Dec. 28 52,644 53,340 62,653 provement in the domestic demand for flour, 
Exports bu. (000’s) wk. end....... Dec. 28 304 2,255 2,917 ment prices closed the week for net gains of 
Visible Supply bu. (000's) as of... Dec. 28 148,538 150,011 118,629 Ye-1'/2 cents. Latest weather reports from the 
Gov't Crop Est. bu. (000's)......., Dec. 1 816,698 792,332 754,971(ac)} Winter wheat belt indicate that growing conditions 
Siadaeiiene diets ; SSS CEL oie cE ___| are unusually favorable. 
CORN eg a 
Price cents per bu. Chi. closing Corn. Prices were firm to slightly higher, the 
Nay 6cxaex..s Me ra ace 62%, 6254-%, 591% | net gain for the week'amounting to 14 cent. Con- 
_1S MR een ee ee ei, oa age | Jan. 4 625 6234-1 593 | siderable improvement since last June has been 
Exports bu. (000's) since July 1 to.| Dec. 28 20,448 20,448 11,767 shown in the corn-hog ratio. Movement into 
Visible Supply bu. (000's) as of...' Dec. 28 63,064 62,560 43,638 loan account is not heavy, reflecting the close 
Gov't Crop Est. bu. (000's)....... Dec. 12,449,523 2,433,523 2,619,317(ac)| relationship of present market to the loan figure. 
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Latest Previous 
Dee We cM: Wherite. = PRESENT POSITION AND OUTLOOK 
COPPER 
Price Cents per Ib Copper. The domestic market continues 
DreHNtahiGe coeliac ate 6 ecasnes Jan. 4 12.00 12.00 12.50 | quiet and dull on entering the new year. Domes- 
ST OTCUAT SO ca) ee ee Jan. 4 10.25 10.95 12.35 | tic sales reached 90,164 tons for the month of 
Refined Prod., Domestic*......... Nov. 96,283 83,076 NA_ | December bringing the total for the year to 1, 
Refined Del., Domestic*.......... Nov. 102,483 te  —_—_——e | 110,396 tons and is the largest tonnage to be taken 
Refined Stocks, Domestic*........ Nov. 158418 164618  ...... | by American consumers. 
* Copper Sales, Domestic*......... Nov. 85,006 125,508 51,592 | * 2 
TIN — <i aes Lead. Ris ere ive a year _ 
. prices steady with demand spotty. Prices at New 
oie ee ys es deat Jan. 4 50.10 50.10 47.50 York and St. Louis are at the same point they were 
Tin Plate, price $ per box......... Jan. 4 5.00 5.00 5.00 cae ping poe Aye 
World Visible Supplyt as of...... Nov.30 40.046 40 631 38.035 CS coe ene Se ee © present me 
sane ’ p ' there is no prospect of any shortage of lead in the 
WES Deliveticsts.:5< ec cccoseese New. 12.505 11.890 7.870 United Stat nba lies will full k 
U. S. Visible Supplyf oC ae Nov. 30 96 998 98.851 91 ‘058 — tates an ae — = dienes 
Re = ’ ’ ‘ up for any shortage in domestic production. 
LEAD ~ “ae -« 
Price cents per Ib., N. ¥..-.....-. Jan. 4 5.50-5.55 5.50-5.55 5.50 Zine. The lack of supplies has caused the 
U. S. Production*...........+... Nov. 57,926 56,600 48,467 inactivity in the zinc market. The Commodity 
U. S. Shipments*..........-..46. Nov. 57,510 62,496 64,365 Exchange reports that stocks in official warehouses 
Stocks (tons) U. S., as of.......... Nov. 30 35,791 35,386 58,061 on December 31 amounted to 360 short tons. 
ZINC : ) S38 
Price cents per Ib, St. Louis....... hee” 1.95 1.95 5.75 Tin. Tin deliveries in the United States in the 
RS. PIOGUCUOIN ..<66:<a00 sad oes Nov 56.481 56 499 53.594 year 1940 amounted to 115,339 tons or 26,000 
PS Sram PANIGINES © + oie. c0e sh Sas ereieave Nov 61 ‘145 64.787 64.407 tons over the record of 1929. Invisible reserve 
StocksiW 1 5:, AS Ol arccciaes nas cols Nov 17.936 29 600 61.599 stocks are estimated at between 40,000 and 
— ——— ibis Leis Se 1 *" _| 45,000 tons, 
SILK : . . 
Price $ per Ib. Japan xx crack..... in 2 2.56 2.56 415 Silk. According to reports from Japan, stocks 
Mill Dels. U. S. (bales)........... Nov.30 36.374 39 877 39 941 of raw silk on December 1, totaled 235,520 
Visible Stocks N. Y. (bales) as of..| Noy. 39 60.330 48.997 At ‘997 bales as compared with 168,986 bales on June 1, 
| - — ————-|__ ORTON. .. Neen. iene and with 132,822 bales on December 1, 1939. 
RAYON (Yarn) The statistical position, because of the buying 
Price cents perlb................ ie 53 53 53 support required by the Japanese government, 
COnsiInpuOniGa): «666/506 66 bees see Nev, 35.0 36.9 33.3 continues unfavorable. 
Stocks asi Ol (a) co.cc srscree se ne Nov. 30 62 68 17 a 
| ee ae eae ema e ae 7 Wool. Imports of wool at the three largest 
— t a Atlantic seaboard cities indicate that during 
oo =e e nec ——" | a « 108 108 104 | December arrivals may have been the largest 
sncaiveniotacianincatione st ls aa Nov. 30 33,820 39,240 26,436 | monthly receipts since April, 1923, the New 
HIDES a See ee Pee nee Sa es = York Wool Top Exchange reports. 
Price cents per lb. No.1 Packer...) Jan 4 13 13 15 <— ee 
Visible Stocks (000’s) as of....... Oct. 31. 13,1295 12,740 12,556 Rubber. The monthly bulletin of the Inter- 
No. of Mos. Supply as of......... Oct. 31 7.2 a 6.5 national Rubber Regulation Committee reports 
Boot and Shoe Production, Prs.*. .. Oct. 36,566 34,992 37,273 that exports of rubber from primary countries dur- 
sae ae a i ee $$ ____-—____ -— —— a ing the month of November dropped off sharply 
RUBBER to 90,743 tons, 24,178 tons under October. 
Price cents per lO: cnc o mais oie ewe ln 2 20.62 90.63 19.12 paginas 
Imports, U. S.; Cee eee ee Nov. 72,901 74,716 42,770 
Censtimption, Us Seke si cewees ose Mew. 54652 56.477 55 677 Cocoa. The New York Cocoa Exchange an- 
Steeles) UG -1a5i Ole «sek casern services Nov. 276,943 959.140 105.205 nounced that U. S. arrivals for 1940 were at the 
Tire Production (000’s)........... haw. 4838 5 089 4865 all-time record high of 4,982,901 bags compared 
Tire Shipments (000’s)............ Nev, 5.137 5 560 4968 with the previous record of 4,675,874 bags in 
Tire Inventory (000's) as of........ Nev. 9118 9.448 8918 1939. At the close of December the market had 
jp efor é aggressive manufacturer support but this support 
COCOA was withdrawn after the turn of the new year. 
Puce cont per t..........05 2.05. | Jan. 4 5.32 5.18 5.58 Decline for the week ended January 3, ranged 
Arrivals (bags 000's)............. | Nov. 369 402 434 | from 18 to 21 points. 
Warehouse Stocks (bags 000's)....| Jan. 3 1352... 1.111 | + * * 
I - Hides. November hide statistics reveal that 
COFFEE | total visible stocks of all hides and leather is 
Price cents per Ib. (c)...... eae Jan. 4 7% TI 71%} estimated at 13,529,000 pieces or 353,000 over 
Imports, season to (bags 000's).....| Nov. 30 5,601 4,215 5,652 the month previous and 802,000 pieces above a 
U. S. Visible Supply (bags 000's). | Dec. 1 1,820 1,694 1,825 | year ago. 
SUGAR | . 4 8 
Price cents per Ib. | Sugar. Exports of refined sugar during the 
- JEEOO COU CORO ORT n Crs | Jan. 4 2.90 2.91 2.82 eleven months ended November 30 totaled 
Refined (Immediate Shipment). . -| Jan. 4 4.40 4.40 4.60 149,734 long tons, an increase of 60 per cent 
U. S. Deliveries (000's)*.......... \1st11mos. 6245 ....... 6,210 over 1939 period and the largest in fifteen years. 
U. S. Stocks (000's)* as of (rr)... .. | Oct. 31 675 810 696 





f—Long tons. 
refined. 





*—Thousands. 


*—Short tons. 


(a}—Million pounds. 
NA—Notavailable. 


(ac)—Acctual. 


(c)—Santos No. 4 N. Y. 


(p )}—Preliminary. 
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Money and Banking 
Latest Previous Year 
Date Week Week Ago COMMENT 
INTEREST RATES | 
Time Money (60-90 days)........ Dec. 21 114% 114% 114% The feature of banking news over the past fort- 
Prime Commercial Paper.......... Dec. 21 5-1% 5g-1% 5-1 % night was the joint report presented to Congress | 
COU BRON cases os docu beak Dec. 21 1% 1% 1% on behalf of the Federal Reserve Board, the | 
Re-discount Rate, N. Y........... Dec. 21 1% 1% 1% heads of the twelve regional reserve banks and the | 
i ae —_—_—_——————— | Federal advisory council. This report urged 
CREDIT (millions of $) immediate legislation to restore effective control 
Bank Clearings (outside N. ¥.).....] Dee. 28 2,875 3,428 2,758 over the credit structure. Such legislation would | 
Cumulative year's total to......... Noves0 (T3588 = ..5.45. 12,249 authorize the imposition of further sharp increases | 
Bank Clearings, N. SASS ea Dec. 28 3,1 97 4,827 3,271 in reserve requirements of member banks, the 
Cumulative years total Ev aycie ee a see Nov. 30 14,41 : rr eee 12,921 z power to sterilize further gold imports, revoke the | oo 
F. R. Member Banks power to issue certificates against seigniorage of 
Loans and Investments.......... Dec. 24 25,604 25,532 23,260 silver and to issue currency against foreign silver The 
Sor wang ps Agr., Ind. Loans...| Dec 24 5,016 5,001 4,400 purchases, and repeal of the statutory provisions ans' 
wary are: 6 a reece erence a _ re ae 558 715 governing dollar deva'uation and the issuance of |f in , 
Invest. in Govt. Gd, Secuities..| Dec. 24 9,740 734 grata | Serepetiagant, revert furhey recommended | Th 
Other “pak . Unites... hey 24 3689 440 ee that the defense program be paid for mainly out | doll 
Demand Ceposits............. Dec. 24 99'382 99979 18-790 | 9 taxes and that oe ee, 
Time Deposits................ Dec. 24 5,419 5,405 ae | ee ee 
piste Maal dies ttamiantiianhe t ‘ ' ties would be sold to the public and non-banking ° 
Seid Rakeed, wa : a 10.39 8.703 institutions in order to siphon off savings rather 3. 
Gonielt hed nad ae L resale rt Dee 31 1907 noe 1668 than inflate bank deposits as is being done at the 
ae a cacy > Sas. +2. a = yd pe ene present time through the purchase of Government 4 
oe oe 4 securities by the banks. A\nd finally, the report . 
, a ae ets een t ec. 31 4,22 4,283 3,285 recommended that the Federal budget be balanced 
nvest. in Gov't Gtd. Securities... Dec. 31 1,574 1,567 1,233 "een tn enka h diti f 
oe Y approaches a condition o Ss 
Other Securities oh pines » whe-elbd 6 Dec. 31 1,379 1,380 yi 60 full utilization of its economic ca cit ” pe 
Demand Deposits.............| Dee. 31 10,410 10,479 8,301 yee -_ 
Time Deposits..............0. Dec. 31 737 723 659 at alt | 
Federal Reserve Banks The wisdom and necessity of these proposals | 
Member Bank Reserve Balance...| Dec. 31. 14,026 13,837 11,721 cannot be denied. At the same time, however, 
Money in Circulation.......... Dec. 31 8,733 8,817 7,581 it is to be doubted that they will be incorporated 
cn yk os Dec. 31 21,995 21,930 17,697 in full in any banking legislation enacted by the I 
Treasury Currency............. Dec. 31 3,087 3,082 2,963 present Congress. The Treasury is certain to fron 
BVERUIY ROW. oc os. cs seuss cet Dec. 31 2,212 2,213 2,367 vigorously oppose any legislation which might my 
Excess Reserves............... Dec. 31 6,620 6,440 5,270 | impair the Government's ability to finance. || resu 
ius Say - age y Meanwhile, and until the legislative possibilities i 
ae ates* se eet become more clearly defined, it would not be 370: 
NEW FINANCING (milli9ns of $) Month Month Ago surprising if the bond market generally displayed inve 
—-. : Mumpuwikewnsukeiee Nov. 392.6 345.3 1425 considerable sensitiveness to any developments that 
hae eee ae ee ee | Oe 
THE MAGAZINE OF WALL STREET COMMON STOCK INDEX ich 
1940 Indexes 1940 Indexes aot 
No. of stan 
Issues (1925 Close—100) High LowDec. 28 Dec. 31 (Nov. 14, 1936, Close—100) High LowDec. 28Dec. 31 |} 2”! 
309 COMBINED AVERAGE.... 67.1 45.3 53.1 53.9 100 HIGH PRICED STOCKS..... 68.30 49.40 57.86 58.72 || 26?- 
100 LOW PRICED STOCKS...... 58.80 36.43 43.43 44.21 ] 
5 Agricultural Implements. ..... 1036 63.6 84.4 86.0 OT Ce 2a ee 949 63.8 741 74.7|} 194 
Giamusements. (52. s'olcces ss 26:0 15:8 =22:5 (99:7 AiMeatiPacking «06:5 6 2 <4:sie:0:0% 70.0 41.5 468 46.6]/f be; 
15 Automobile Accessories. .... 98.8 65.5 92.2 93.2 13 Metals, non-Ferrous......... 159.0 106.7 131.2 133.7 ve 
12 Automobiles............... 1270 77 99 99 ee ci ccray «ides 194 118 142 13.4] Y& 
12 Aviation (1927 Cl—100).... 235.5 151.8 179.5 179.5 DOE OHM 350. os cere hve aya 86.7 63.1 69.8 Wa she 
3 Baking (1926 Cl_—100)...... 12.3 7.9 8.3 8.3 18 Public Utilities.............. S716 34.7 34.7x 35.8 the 
3 Business Machines........... 117.3 75.1 87.9 91.9 3 Radio (1927 Cl—100)...... 12.9 7.9 9.6 9.61) tin 
PRDEMICRIESS ok ok Ooo oen 174.1 120.5 151.8 153.2 9 Railroad Equipment.......... 53.2 34.3 460 464 ini 
RO Constraction s ..6s oss soe0a es 33.6 19.4 248 25.2 oer Sa eee eee 13.6 ie 7.4 ree ie 
SF es 251.1 168.6 193.5 196.2 EE EE AR RS 97 #12 17 ~~ «1.84} 39, 
9 Copper & Brass............. 103.6 644 86.4 87.2 DSNMIOUNCING 6 iii no se oslo 129.3 73.5 129.3R 125.6 tot 
2 Dairy Products.............. 336 24.7 25.8 25.6 1A Steelalion . scan. 91.8 596 80.2 81.6/] vid 
7 Department Stores........... 209 13.8 180 189 RRR ic oe ein hres 32.7 17.3 18.4 18.4 ore 
6 Drugs & Toilet Articles....... 58.4 35.0 35:9 37.3 SS [Fe CER cee ep er Seen ae 184.9 135.4 182.6 183.8 J 
2 Finance Companies.......... 272.1 164.3 170.1 172.0 3 Telephone & Telegraph....... 475 305 340 33.9 U. 
FRDOM BANGS. 6664.00 kee 0 117.8 77.8 3:2 7186 SST See ee 57.3 36.2 47.4 47.8 )[ Cas 
Bape tI hs Beka seeds 564 S77 33 439 4 Tires & Rubber.............. 15.3 8.4 11.0 11.0] me 
4 Furniture & Floor Covering.... 56.9 32.6 39.0 39.5 ABN it o he artis 90.2 69.3 70.2 71.2 r 
SMSO INNING ois oie se oieierenes ass 968.7 551.4 663.9 652.9 VIRAGO. o:5.c.05 Sictva sh <iSarneiores 43.5 32.7 41.9 421 ™ 
6 Investment Trusts............ 2a5 15.5 WA 17:4 A SNPAVICHYS LOVES. 5.5.5.0: skec05e 8 o-0.4-0 248.3 177.2 206.0 208.3 the 
3 Liquor (1932 Cl—100)...... 164.2 109.1 142.3 140.7 20 Unclassified (1939 Close— rel 
POINI  v oo besos cece ces 116.2 81.0 105.8 107.2 __ RES ery Prt oe 103.6 67.3 768 74.5 || tio 
R—New all-time HIGH. x—New LOW this year. - 
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The Personal Service Department of Tue Macazine or Watt Srreer will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


. Confine your requests to three listed securities. 


envelope. 


2 
3. No inquiry will be answered which does not enclose stamped, self-addressed 
4. 


If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





Lehman Corp. 


I have called on your security analysts 
from time to time for advice on various of 
my holdings which I followed with very good 
results. Ilow do your analysts evaluate the 
appreciation and income prospects of Lehman 
Bros. under today’s conditions? How are its 
investments diversified now? Would you say 
that LEM leans too heavily on the specula- 
tive side? Are the companies in which Leh- 
man Corp. is invested especially vulnerable to 
excess profits taxes? Are dividends paid to 
Lehman Corp. subject to such taxes? Would 
you say that this company is one of the out- 
standing investment trusts today? Should I 
continue to hold my 150 shares bought at 


26?—T. M.S., Forest Hills, L. I. 


For the first three months of the 
1940 fiscal year which ended Septem- 
ber 30, Lehman Corp. had a net in- 
vestment income of 23 cents per 
share as compared with 16 cents for 
the like period a year earlier. At this 
time the net asset value was $29.20 
as against $27.46 per share for June 
30, 1940. As of September 30, 1940 
total assets of $67,153,683 were di- 
vided up as, common stocks 73.8%; 
preferred stocks 5.4%; bonds 4.7%; 
U. S. Government securities 8.6%; 
cash 5.6% and miscellaneous invest- 
ments 1.9%. 

This investment trust formed in 
the latter part of 1929 has performed 
relatively better than other organiza- 
tions in the group. Of the manage- 
ment type its future is, over a long 
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term, dependent upon the sagacious 
policy of the directors. Their capital 
depreciation has been less severe 
than many companies in the field. 
Portfolio stocks cover a wide field 
and in the event of a general up- 
trend in the market the profit pos- 
sibilities are large. In the past how- 
ever, it has been characteristic of 
investment trust issues when listed 
on exchanges that their selling price 
is at a discount under the asset 
value. Therefore, it is a possibility 
but not necessarily a probability that 
the stocks held in the portfolio would 
advance faster than the value as 
translated into market quotations 
for the trust shares. 

Like all companies in this field a 
fee must be paid for management 
and this company is no exception. 
Under the agreement Lehman 
Brothers is to receive 8-1/3% of 
net profits after 4% has been earned 
on invested capital. Expenses have 
been rather heavy but no manage- 
ment fees have been paid since 1937. 

From an income standpoint the 
investments do not appear to be too 


Onauini 


speculative although some are of 
course vulnerable to excess profits 
taxes as would naturally be the case 
with such a large fund. This element 
is undoubtedly watched very closely 
and carefully borne in mind in se- 
lecting investments. Dividends paid 
to the trust would not be subject 
to such a tax for the tax has already 
been extracted at its source, namely, 
from the company that had the earn- 
ings. The income from investments, 
dividends, interest et cetera is of 
course taxable at the trust, for the 
trust is a business having profits 
from operations and not exempt 
from taxation but from available in- 
formation not to as great an extent 
as industrial companies under cer- 
tain conditions and circumstances. 
For one who is desirous of securing 
a wide diversification for funds in- 
vested this investment trust appears 
to be the answer but it must be 
borne in mind that its value will 
fluctuate with the market if past 
performance is an indication. At 
this time we do not think that the 
stock of Lehman Bros. will be a 
market leader but should be worthy 
of retention. 


Warner Bros. Pictures, Inc. 


Would you suggest averaging down on my 
123 shares of Warner Bros. common, acquired 
at 17%, at current prices? Do your analysts 
forecast steady strengthening of this com- 
pany’s earnings position from now on to be 
reflected in material appreciation for the com- 
mon stock in 1941? Are rising theatre atten- 
dances expected to be maintained and in- 
creased in 1941 as a result of higher incomes 
and better quality pictures? Has Warner 
Bros. finally adjusted its operations for effi- 
cient production at lower overhead costs? 





When Quick Service Is Required, Send Us a Telegram 


Prepaid and Instruct Us to Answer Collect. 
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Condensed Statement of Condition as of December 31, 1940 


(In Dollars) | 
INCLUDING DOMESTIC AND FOREIGN BRANCHES | 
ASSETS | 
Cash and Due from Banks and Bankers.............. $1,364,824,538 | 
Gold Abtrpad or tn TORN ooo ec ois cin ne ce ew eevee 1,401,172 | 
United States Government Obligations (Direct or Fully | 
RR eNIED 5G, Sida cise te ois cis. hy a Rae winless 860,973,666 
Obligations of Other Federal Agencies................ 40,806,922 
State and Siunicinal Gecurities...... 2... ce cseceeces 148,105,462 | 
OE Els SE OR a Sage ee ner ier ae RR ee 67,313,993 
Loans, Discounts and Bankers’ Acceptances........... 544,312,305 | 
Real Estate Loans and Securities...... 7,363,080 
Customers’ Liability for Acceptances................. 7,043,466 
Stock in Federal Reserve Bank..................020- 3,915,000 | 
Ownership of International Banking Corporation ...... 7,000,000 | 
RPrRUEE MINER Oa 51 ra sumte eaten ale latataynieaste aotaLn SEAS 41,224,960 
Rae MRI INE 5 5o-S ars vaca a sata ded eaten iene Wis wie Oe 273,324 
ROR RMI si oes c,d FA enh hoe SR pete eum s 908,499 


Re hic react See et ot ee $3,095,466,387 
LIABILITIES 
ER Si sis OS aka Sco horaasameha warmers Geass $2,908,437,735 
Liability on Acceptances and Bills........ $15,812,706 
Less: Own Acceptances in Portfolio. ..... 6,075,063 9,737,643 
Items in Transit with Branches..................... 6,610,912 
Reserves for: 
| Unearned Discount and Other Unearned Income..... 3,910,095 
| Interest, Taxes, Other Accrued Expenses, etc......... 5,894,067 
RMRMEMOINE oi. Raton oe Ta eRe NCSI Le ea nen e wu ak 3,100,000 
PRE et Sire Ac aees cco sie ea aes $77,500,000 
BMMEIIN Fide ss Silos vhs ste id Syarions ip austere ea ee 64,500,000 
Undivided Posts... ...6sseec..seccesee. 15,795,935 157,775,935 
(ee Te ee ee 


Figures of Foreign Branches are as of December 23, 1940. 
(London as of December 21) 


$75,007,376 of United States Government Obligations and $35,778,203 of other assets 
are deposited to secure $87,014,169 of Public and Trust Deposits and for other 
purposes required or permitted by law. 


| Member Federal Deposit Insurance Corporation) 








$3,095,466,387 
































How is income running on its recent produc- 
tions such as “City for Conquest,” “All This 
and Heaven Too,” “No Time for Comedy,” 
etc.? I will thank you for your advice.— 
D. M., Hartford, Conn. 


Like most of the leading com- 
panies in the motion picture field 
Warner Brothers Pictures, Inc. was 
adversely affected at the outbreak 
of the war. Like industrial concerns 
this company is being put on a war 
basis by segregating all foreign in- 
vestments and assets from domestic 
holdings on the balance sheet. The 
motion picture industry prior to the 
war had an annual income of ap- 
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proximately $60,000,000 after ex- 
penses and advertising. Subse- 
quently the amount has been sub- 
stantially reduced and it is quite 
probable that it will be further cut 
down if not eliminated for the dura- 
tion of the war. As of August 31, 
1940 total liabilities after inter-com- 
pany eliminations were $163,002,162 
in the U.S.A.; $2,910,815 in the Brit- 
ish Isles and $799,396 in other for- 
eign countries, which represented a 
reduction during the year. Earnings 
for the 53-week periods ending 
August 31, 1940 was 63 cents per 
share; August 26, 1939 was 36 cents; 


August 27, 1938 was 41 cents and 
August 28, 1937 it was $1.48 per 
share. 

Attendance has been showing a 
slight increase in 1940 and it is ex- 
pected that it will approximate 6% 
to 9% for the year. This improved 
response has been due to the release 
of a better grade of pictures and 
higher purchasing power diffused 
over a broad group who in the past 
have spent generously for amuse- 


ments. In addition to this increased 
sponsorship operating economies 


have been instituted which should 
have a material affect on the earning 
power of this and other moving pic- 
ture companies. 

Warner Bros. normally produces 
about 50 feature pictures a year in 
addition to short subjects as well as 
the production of stage plays, publi- 
cation of music and maintaining a 
radio station located in Hollywood. 
The company operates a chain of 
theatres and through the Stanley 
Co. of America, a subsidiary owns 
and operates about 200 theatres. The 
total number of theatres operated 
by Warner Bros. is in the neighbor- 
hood of 525. Distribution of films 
is of course world-wide except only 
for a few countries where American 
pictures have been excluded. 

While the finencial position of the 
company is not outstanding it is sat- 
isfactory. Funded debt has been 
steadily cut down in recent years 
and at the rate of about $2,000,000 
annually. Net working capital has 
shown a steady but marked increase 
and as of August 31,1940 was $10,- 
553,211 as compared with $1,540,- 
717 at the close of 1936. Total cur- 
rent assets now stand at $25,935,975 
including cash of $7,709,982 as com- 
pared with total current liabilities of 
$15,382,764. Total funded debt is 
now $61,832,824, which is relatively 
large. There is 99,617 shares of 
$3.85 cumulative preferred no par 
stock outstanding and _ 3,701,090 
shares of $5 par common stock in 
the hands of the public. As of Sep- 
tember 1, 1940 there were $32.7214 
a share in accumulated unpaid pre- 
ferred dividends. 

Even at the low prevailing price 
for the common stock it lacks the 
necessary appeal to advise purchase 
of additional shares. With the large 
unpaid preferred dividends the com- 
mon stockholders are precluded from 
any near-term benefit from a pos- 
sible increase in earnings. With the 
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loss of the European markets which 
will undoubtedly be felt even though 


theatre attendance should tend 
higher for the near-term we feel that 
new commitments could be more ad- 
vantageously made in companies 
that would experience a direct rather 
than an indirect benefit from our 
rearmament program and _ higher 
level of business. 





R. J. Reynolds Tobacco Co. 


For an investor seeking appreciation as well 
as income, what advice can you give on my 
100 shares of Reynolds Tobacco “B” which 
cost me 40? Does the vulnerability of tobacco 
shares to higher normal taxes preclude any 
advance in the price of R. J. Reynolds during 
the early part of 1941? Would you say that 
R. J. R. at its present price fully discounts 
all favorable effects of taxation? Does the 
sales trend point to greater volume in 1941 
than last year—sufficient to offset the tax 
drain? To what extent? What is the status of 
operating costs, raw material prices—domestic 
and Turkish? Do you believe that dividend 
payments will be reduced? I will be very 
grateful for your answers to these questions 
and definite advice—E. J., Baltimore, Md. 


R. J. Reynolds Tobacco Co., com- 
manding a dominant position, is one 
of the three largest producers in the 
industry. Following the policy as set 
down by the founder, of super qual- 
ity and advertising, this company 
has maintained a strong competitive 
position in the field. Through the 
manufacture of cigarettes under the 
name of Camel, which has led the 
industry for many years in sales, the 
company is well known. Besides 
Camels, the company is principally 
known for its Prince Albert smoking 
tobacco, although other brands of 
smoking and chewing tobaccos are 
also produced. 


Sales in the tobacco field and for 
cigarettes in particular do not ap- 
pear to have reached the saturation 
point. During the early part of 
1940 it is believed that the increas- 
ing trend in sales which started in 
the latter part of 1939 has continued. 
The break-down of sales of cigarettes 
viz for each company clearly shows 
the important role advertising plays 
in their popularity as the public 
changes from one brand to another. 

Due to the high ratio of sales to 
capital funds the company had to se- 
cure additional funds in recent years 
but funds were secured and are being 
paid off as they come due, thereby 
strengthening the financial position, 
which is by no means poor. 


This company, like all others oper- 
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A Brief New Year’s Report 
to 7 Important People 





VERY YEAR, at about this time, we 

like to make an informal report 
about General Foods . . . to the fol- 
lowing important people: 


Mr. and Miss Employe, #7 our plants 
and offices... Mr. Farmer, from whom 
we buy... Mr. Grocer, who handles our 
goods... Mr. and Mrs. Investor, who 
supply the company’s capital...and you, 
Mrs. Consumer, who buy and use our 
products. 


We want you, especially, to know 
more about us and what we are doing 
—for our success depends upon our 
continuing to merit your confidence. 
Briefly— 


We are pleased to re- 
port continued prog- 
ress in serving you bet- 
ter during 1940. 
Through the work car- 
ried on in our Research 
Laboratories and Con- 
sumer Service Kitchens, we continued 
to improve further the quality of many 
General Foods Products you have long 
been using ... and to make them avail- 
able in greater variety and in more 
convenient forms. As a further serv- 
ice, we developed delicious new rec- 
ipes... and distributed more than a 
million copies of recipe booklets. At 
the same time, our prices are mod- 
erate. For example, Sanka Coffee, 
which used to cost $1 a pound, is now 
priced at about 33¢. The price of 
Grape-Nuts was reduced last year by 
16% ... and there were reductions in 
several other General Foods prod- 
ucts ... evidence that we constantly 
strive to give you the best food prod- 
ucts that can be produced, at moder- 
ate prices. 





General Foods never 
ceases its efforts to im- 
prove the working rela- 
tionships with its per- 
sonnel. Thus, all regu- 
lar employes receive va- 
cations with pay ... and 
there is a co-operative retirement plan. 
Among other things, the company 
bears the entire cost of an accident- 





and-sickness plan for its employes 
. .. and shares the cost of a group 
life insurance plan. 


From farmers and other 
producers, General 
Foods buys vast quanti- 
ties of the choicest raw 
materials. For example, 
our annual needs re- 
quire 400,000 acres of 
special wheat ... more than 94,000 
acres of corn ... the output of more 
than 10,000 dairy cows ...and even 
a farm of more than 2,400 acres for 
asparagus alone! 





Every third retail store 
in the U. S. sells food 
products. Nearly all 
food stores sell G. F. 
products. We supply 
them with quality prod- 
ucts which sell more 
easily because they enjoy consumer 
acceptance. We support their efforts 
with vigorous advertising and many 
merchandising helps. We give them 
ideas on how to be the kind of mer- 
chants who can better serve the Amer- 
ican consumer. 





General Foods is liter- 
ally owned by the pub- 
lic. There are 66,700 
stockholders. Counting 
their families, over 
250,000 people share 
directly in General 
Foods dividends. Nearly half of our 
stockholders are women. Many are 
our own employes. The average hold- 
ing of all stockholders is about 80 
shares each. No one stockholder 
owns as much as 7% of the stock. 
Nearly 50% of our stockholders own 
10 shares or less. 





SUMMING UP, we want it known that 
every person in General Foods prizes 
your good will and pledges every ef- 
fort toward still further progress in 
1941 for your benefit. 


General Foods 




















DESIGN FOR A SEAL OF ACCEPTANCE 








Over the past quarter-century, The Pure 
Oil seal has become a seal of acceptance 
among motorists for quality and honest 
value in petroleum products. 

The reason is: motorists know that 
the branded products bearing this seal 
will deliver the performance and do the 
job they were purchased to do. 


Back of this seal stands one of the 
major companies in the petroleum in- 
dustry. [ts producing fields extend into 








ten states. Annual net production totals 
more than twenty-two million barrels, 
and crude reserves are unusually strong. 

Five modern refineries supply more 
than 15,000 dealers through a_ well- 
balanced transportation system. Total 
sales of gasoline alone run better than 
three-quarters of a billion gallons per year. 

All the facilities of this great produc- 
ing, refining and marketing organization 
are devoted to meeting the demands of 


the motoring public. That’s why motor- | 


ists have learned to look for the blue- 
and-white Pure Oil seal—the sign of the 
stations where they can always 


Be Sure with Pure 








ating in the tobacco field, and par- 
ticularly in the manufacturing of ci- 
garettes, is vulnerable to increased 
taxation. For many years the base 
upon which taxes have been levied 
upon these companies has widened, 
with no signs, ever so slight, of con- 
tracting. In recent years certain 
states and even some municipalities 
have seized upon this seemingly un- 
limited source of revenue. 

To give some very enlightening 
figures, the Federal Government in 
the past twenty years has exacted 
from tobacco consumers about $8,- 
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160,000,000, which from only one 
industry is a staggering sum. In 
direct contrast to this heavy burden 
the companies have been able to go 
ahead, and while in some cases earn- 
ings have been slightly lower, R. J. 
Reynolds increased its earnings for 
1939 to $2.56 from $2.37 in 1938. 
With higher taxes necessary to 
finance our rearmament program it 
would seem that tobacco companies 
would be hard hit and in turn receive 
little in benefits. To offset this in- 
creased tax burden sales would have 
to show a substantial increase, costs 





a definite decline, and material, 
namely tobacco, decline in value. 
While sales have been increasing in 
recent years the percentage improve- 
ment has declined. Costs of labor 
cannot decline for living expenses 
will tend to increase and with the 
greater benefits to workers program, 
no relief can be forthcoming from 
this division. Tobacco costs have 
been low recently and have aided to 
no small extent the earnings of these 
companies. It can hardly be ex- 
pected that this condition will con- 
tinue indefinitely. Therefore, it would 
appear that this type of company 
will be called upon to carry even a 
heavier tax burden, with small 
chance to benefit from the increase 
in general business which is expected 
over the near term. 

We do not view optimistically the 
appreciation possibilities of this 
company but for the time being feel 
that the dividend will be continued 
at its present rate of $2. The di- 
rectors may find it possible and ju- 
dicious to continue their liberal pol- 
icy of paying year-end dividends in 
excess of the basic amount. The 
year-end dividend for 1940 was 25 
cents, bringing total to $2.25, as 
compared with $2.30 in 1939. 





International Mercantile Marine 
Co. 


I bought International Mercantile Marine 
at 23% some time ago. I have 75 shares 
which have dropped as low as 2% but con- 
tinued to hold believing that the company 
should capitalize on neutral traffic and greater 
concentration on Latin American shipping. 
I still have speculative hopes for these shares 
on these respects and in the event that British 
bottom shortages may require additional ar- 
rangements for obtaining American vessels, 
would you please tell me what the prospects 
for I. M. M. are now . . . whether improve- 
ment in operations shown for the first six 
months of this year are continuing .. . what 
new plans are being laid by the company to 
enhance its earnings position? Also, kindly 
give me your opinions on the speculative pos- 
sibilities of these shares—G. G. S., Miami, 
Fla. 


International Mercantile Marine 
Co. operating mainly as a holding 
company since July 1, 1937, has 
shown a deficit from normal opera- 
tions each and every year since and 
including 1931. In 1937 it trans- 
ferred all of its operating of ships 
to its main subsidiary, United States 
Lines Co. As of March 31, 1940, 
United States Lines had a total ton- 
nage of 179,963. American Pioneer 
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Line 70,745 tons (all chartered from 
United States Maritime Commis- 
sion), Panama Pacific Line 41,890 
tons, all subsidiary companies. Past 
results have little bearing upon the 
immediate future of this company 
except to show to a marked degree 
how highly speculative the shipping 
business is. 

The future of this company de- 
pends upon three salient points. First 
the efforts of the United States to 
promote and enlarge our trade with 
South American countries; second, 
sale of ships to Great Britain to re- 
plenish her diminishing supply and 
third, the use of our ships to trans- 
port by some means, direct or in- 
direct, to European countries. Re- 
sults in the Far East and intercoastal 
trade through the American Pioneer 
Lines have been profitable and bar- 
ring hostilities in the Pacific should 
continue favorable. If it is possible 
to realize a profit from trade in that 
section then it would seem likely 
that an expansion of South American 
trade along similar lines likewise 
could benefit operating results of the 
company. From the second point 
the sale of bottoms or ships to Great 
Britain, while in all probability it 
would be a profitable sale, such profit 
would constitute a non-recurring 
profit and in reality is an apprecia- 
tion of capital assets. The ultimate 
result however, would be favorable 
in that it would make funds avail- 
able from old ships or assets to con- 
struct new and modern vessels adapt- 
able to current uses. The third pos- 
sibility at this time seems very re- 
mote due to the out-spoken will of 
our Government to do everything 
possible to remove the slightest pos- 
sibility of cause for acts of war. 

At the close of 1939, the last avail- 
able balance sheet, the financial po- 
sition of the company was _ poor. 
There was a profit and loss deficit 
of $26,649,770, while there was only 
$176,878 in cash. First quarter re- 
sults showed a loss of about $868,000 
but by the end of May it was re- 
ported to have been reduced to 
approximately $240,000. Operations 
in the month of April are understood 
to have produced a profit of about 
$300,000 while in May profits con- 
tinued to rise. It is essential for the 
company to have a large volume of 
business to enjoy profitable opera- 
tions. If conditions continue as they 
are at this writing it is quite possible 
that the rising trend of earnings will 
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AND FULLY GUARANTEED. 


OTHER SECURITIES. 


ACCEPTANCES 
BANKING HousgEs . 
OTHER Rea Estate 


MORTGAGES . 


OTHER ASSETS . 


Capirat FKunpbs: 
Capirat Stock . 
SURPLUS 


Unpivipep Prorirs 


RESERVE FOR CONTINGENCIES 


Deposits. 


ACCEPTANCES OUTSTANDING 


AND ForEIGN BILLS 


OTHER JAIABILITIES 


: : 
THE CHASE ! 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, 


December 31, 1940 


RESOURCES 
Caso AND Due From Banks . 
U.S. GovERNMENT OBLIGATIONS, DIRECT 


STATE AND MunicipaL SECURITIES . 
Stock oF FEDERAL RESERVE BANK. 


Loans, Discounts AND BANKERS’ 


Customers’ AccEPTANCE LIABILITY. 


LIABILITIES 


$100,270,000.00 
100,270,000.00 
36,212,199:17 


Divip—END PayaBLe Fespruary 1, 1941 


Reserve For Taxes, INTEREST, ETC. 


LIaBiLiry As ENDORSER ON ACCEPTANCES 


. $1,672,535,043.37 


1,098, 107,661.27 
131,015,063.03 
6,016,200.00 
173,132,797.85 


664,189,467.87 
35,302,430.54 
7,370,349.59 
10,379,106.94 
15,987,575.78 


10,367 ,650.56 








$3,824,403,346.80 





$ 236,752,199.17 
5,180,000.00 
11,271,350.40 
1,396,654.73 
3,543,337 ,564.42 
17,854,436.92 


OOOO 


230,671.42 
8,380,469.74 








$3,824,403,346.80 


United States Government and other securities carried at 
$181,325,330.00 are pledged to secure public and trust de 
posits and for other purposes as required or permitted by law. 








Vember Federal Deposit Insurance Corporation 
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materially help to strengthen the 
current weak financial position of In- 
ternational Mercantile Marine. Nev- 
ertheless it would seem that your 
holdings could only be considered 
as a speculation based primarily 
upon the intensity and duration of 


the war as it affects loss of ships. 
With an increase in the velocity of 
war events it might be that the 
United States Government will 
requisition additional ships just as 
they did when they recently took 
over the S.S. President Roosevelt 
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Tk sg: The early months of 1879 


i saw Tide Water pioneer 





Ee in laying the first pipe- 
< line from the rich Penn- 
sylvania oil fields to the Atlantic 
seaboard. The savings this pipe-line 
achieved in lower transportation 
costs as compared with the ox cart 
and freight method it supplanted 
brought the first great impetus to the 
development of petroleum products. 


History repeats itself in 1941 as it 
has in the intervening years! The 





early months of the year will mark 
Tide Water Associated’s completion 
of the country’s most modern gaso- 
line refining unit ... No. 7. It is fur- 
ther evidence of the progressive 
policy of the Tide Water Associated 
Oil Company to give the American 
motorist still greater quality in 
petroleum products. 


As the future demands, Tide Water 
Associated will continue to pioneer 
so that the motoring public may be 
best served ... with the best. 


TIDE WATER ASSOCIATED OIL COMPANY 


NEW YORK - 


SAN FRANCISCO «+ 


TULSA 


Makers of Flying A Gasolines and Veedol Motor Oils and Greases 





and in the case of the Navy com- 
mandeering five of the Panama Pa- 
cific vessels. In our opinion, the 
only possibility for the stock is as a 
speculation and in that connection 
it must be remembered that it ad- 
vanced in price from a low of 1% 
established in 1937. In 1938 high 
was 4%—low 2 while in 1939 its 
range was 17% high, 21% low. 


S. R. Dresser Mfg. Co. 


Is the tax prospect alone responsible for 
SR. Dresser’s current price despite the fact 
that earnings per share for 1940 are estimated 
to exceed net hy nearly $1? Is the present 
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rate of earnings likely to continue to be in- 
creased in 19417 What is the present status 
of backlogs and prospects for new orders as a 
result of our national defense program? To 
what extent does the $2,000,000 in orders re- 
ceived from Russia and Canada account for 
the rise in earnings? Would you kindly out- 
line all of the factors being on this company’s 
outlook which will help me evaluate its pros- 
pects for appreciation and income now? I 
have 100 shares purchased at 26%—S. M.., 
Chicago, Ill. 

For the first nine months of 
1940, which ended September 30, 
Dresser Manufacturing Co. earned 
$2.81 as compared with $1.42 for the 
like period of 1939. Broken down 
into quarterly results however, a 


slightly different picture is given. In 
the March quarter earnings of $1.17 
were reported against a loss of 7 
cents in 1939. For the June quarter 
after provision for Federal income 
taxes at the new rate including in 
June quarter additional taxes cover- 
ing first three months earnings were 
$1.28 per share, as against 34 cents 
for the same period of 1939. The 
September quarter is where the 
change appears, for in this quarter 
only 37 cents was earned as against 
$1.15 in 1939. For the first six 
months earnings were after $485,135 
for State and Federal taxes which 
were in effect during this period. In 
addition however, $334,416 in the 
third quarter which represented the 
new increase in normal income tax 
and excess-profits tax under the sec- 
ond Revenue Act of 1940. 

It is extremely difficult to estimate 
with accuracy the net earnings of 
the company after the new excess- 
profits taxes et cetera but suffice it 
to say that our increased tax load 
will cut substantially into the net 
earnings of this company. Accord- 
ingly, it appears to us that since the 
average earnings base would be 
about $1.26 and the invested capital 
base approximately $1.30 per share 
that the company is quite vulner- 
able especially in view of nine 
months earnings of $2.81 after taxes 
as they are now which is more than 
double either base. 

Dresser Mfg. Co. is a leading 
manufacturer of oil field supplies, 
compressors, sleeves, fittings and re- 
pair parts used in pipe lines for the 
transmission of oil, gas, water, ete. 
Through a subsidiary, the Bryant 
Heater Co., an interest is had to a 
certain extent in manufacturing of 
air conditioning equipment, heater, 
humidifiers and burners a field which 
holds longer term prospects. It was 
recently announced that the com- 
pany plans to acquire control of Pa- 
cific Pump Works of California, 
which is engaged in production and 
sale of centrifugal pumps for mu- 
nicipal, industrial, refinery, pipe-line 
and hot oil service as well as other 
allied products. 

Due to the emergency for machine 
tools and equipment of virtually all 
kinds it is quite possible that very 
little will be left for export. Through 
Dresser Mfg. Co. which was formed 
in 1931 to sell products in Canada 
such orders should go ahead un- 
abated. It is a question however, as 
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to whether it will be possible to ship 
goods to Russia and other European 
countries over the near-term but it 
is not felt that this restriction will 
have any material drawback to the 
earnings of this company for the 
duration of the war especially with 
the constant demand for a higher 
rate of output within our own coun- 
try. 

Financial position has remained 
sound and as of June 30, 1940, cur- 
rent assets amounted to $3,919,648 
as compared with current liabilities 
of $1,608,651. Net working capital 
at that time was $2,310,997 and the 
common stock had an equity of 
$17.92 per share. The capitalization 
of the company is simple with no 
funded debt or preferred stock out- 
standing. No par common stock au- 
thorized was 300,000 shares with 
50,000 shares held in the treasury 
but with the acquisition of Pacific 
Pump Works which is to be pur- 
chased with 35,000 shares of stock 
it would appear that treasury stock 
will soon be cut down by that 
amount. 

In view of the increasing earn- 
ings and higher dividends, $2 as 
compared with 75 cents per share 
paid in 1939, it is our opinion that 
this stock is worthy of retention. 





National Distillers Products Corp. 


Do you believe it wise to sell out my 75 
shares of National Distillers at market which 
happens to be the price at which I made this 
investment, or do you believe that the out- 
look for this company points to market bet- 
terment in the early months of the New 
Year? In the first nine months of this year 
earnings just about equalled 1939. Are sub- 
stantially enhanced earnings anticipated for 
the final months of 1940 and early 1941? 
How have profit margins been affected by 
higher excise taxes? Are further increases in 
these taxes probable? Are sales of National 
Distillers products suffering from competition 
offered by new “group brands” such as Win- 
chester? How has the company been affected 
by recent price wars? How do you estimate 
the dividend prospects for the first quarter of 
1941?—Mrs. G. H., Atlanta, Ga. 


National Distillers Products Corp. 
stock is currently selling at 23—and 
at such a price it is yielding approx- 
imately 8.7% based upon the 1940 
dividend rate of $2 per share. For the 
first nine months, which ended Sep- 
tember 30, 1940, earnings were $1.56 
per share as compared with $1.54 for 
the like period of 1939. The fourth 
and final quarter of the year is nor- 
mally the most profitable but fluc- 
tuates with year end adjustments, 
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COLUMBIA GAS & ELECTRIC 


Aeenold records show that 
Pekin (now Peiping) utilized Natural Gas more than 500 
years before our country was discovered. Escaping from the 
ground nearby, it was transported through fragile bamboo 
pipes for evaporating salt water to produce salt and, as 
well, for illumination in that ancient seat of Chinese culture. 


It is a far cry from this primitive practice to 
the modern method of distributing Natural 
Gas—an engineering feat never achieved by 
the China of antiquity, although she deserves 
credit for pointing the way. 


As a result of her discovery, Natural Gas is 
now delivered to mains through giant metal 
pipe lines, overland and underground, many 


drawing their supply from distant fields. 


Used abundantly and economically for num- 
berless residential, commercial and industrial 
purposes, Natural Gas has attained rightful 
recognition as one of the greate 
est contributions of convenience 


to our present day civilization. 





CORPORATION 








et cetera. This period of 1939 ac- 
counted for $1.88 of the $3.43 earned 
for the full year. Based on 1939 
earnings, however, the stock is sell- 
ing at only 6.7 times earnings. 

This company is one of the best 
situated in the field—well established 
with popular brands such as Old 
Overholt, Mt. Vernon, Old Taylor 
and others well known and accepted 
by the public—not particularly vul- 
nerable to the new excess-profits 
taxes as they now stand and accord- 
ing to our interpretation, and since 
their brands are numerous and fa- 


cilities large they will be able to avail 
themselves of the low levels of ma- 
terials. On the other side of the 
picture however, the outlook is not 
so favorable. This type of an in- 
dustry will surely be a target for 
higher and wider taxes—increasing 
labor costs as well as price wars 
from time to time often brought on 
by smaller companies trying to break 
into the field. In the last six years 
liquor prices have declined and are 
now only about 50% of what they 
were in 1934. The sale of pack- 
aged goods is where most of the price 
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EG INDUSTRY'S TOMORROW 





@ Chemicals not only play a vital role in modern industry—but more 
and more, industrial progress receives its direction and impetus from 


chemical progress. 


Old industries expand their markets and new industries come into be- 
ing as modern chemicals open up wider fields of industrial opportunity. 

Mathieson has pioneered for almost a half-century in improving the 
production, distribution and adaptation to practical commercial and 
industrial uses of those basic chemicals, alkali and chlorine, together 
with other important chemical products. 

Today, Mathieson plants at Niagara Falls, N. Y., Saitville, Va., and 
Lake Charles, La., with strategically located warehouses throughout 
the country, serve a great and growing variety of industry’s current 
chemical needs while constantly equipping to serve industry’s expand- 


ing needs of tomorrow. 


THE MATHIESON ALKALI WORKS (INC.) 60 . 42nd sr., NEW YORK, N.Y. 


Chemicals 








wars have been but in bars, where 
the business is more important from 
a profit angle, there has been very 
little fluctuation. It is quite prob- 
able that the latter factors and 
especially that of taxes will at least 
curtail, if not eliminate any sub- 
stantial increase in earnings for this 
company over the near term. Con- 
sumption is expected to continue to 
show an improvement over 1939. 
During the first ten months whiskey 
withdrawals increased 10.4%. It is 
not expected that this rate of in- 
crease will be continued, or that in- 
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creased consumption will completely 
offset the probability of increased 
taxes. Therefore, it is quite pos- 
sible that profit margins instead of 
widening will tend to narrow in 1941. 

The financial position of the com- 
pany is sound, their main current 
asset being inventory—the cash po- 
sition is not large. The funded debt 
consists of $22,000,000 of 314% de- 
bentures convertible into common 
stock at prices ranging from $35 to 
$45 per share; 2,045,451 shares of no 
par common stock. 

It is our counsel that the stock of 


National Distillers is worthy of re- 
tention for its high yield. The cur- 
rent dividend rate is well protected 
and should be continued into the 
early part of 1941 at least, unless 
there is change in the industry in 
the meantime. The stock does not 
enjoy dynamic gyrations in price 
but is considered of the investment 
type usually held for income pur- 
poses. 


Thompson-Starrett Co. 


What is holding Thompson-Starrett back? 
I have 200 shares at 1014. Why should this 
stock be selling in the environs of its all-time 
low when profits were shown for the first time 
since 1937—and considering the fact that 
Thompson-Starrett is engaged in an industry 
greatly accelerated by our national defense 
program? Are taxes the reason—prior obliga- 
tions to the preferred stock—or some internal 
weakness not publicly known? Kindly favor 
me with your opinions of the appreciation 
possibilities of this stock and data supporting 
your decisions—Dr. O. V. V., Palo Alto, 


Calif. 


For the first six months of the 
fiscal year, which ended October 81, 
1940, of Thompson-Starrett Co. the 
company lost 30 cents per share as 
compared with a profit of 20 cents 
per share for the like period of 1939. 
In each of the two quarters the re- 
sults have been less favorable than 
the corresponding period of the pre- 
vious year. Operating results have 
not been profitable for any year since 
the fiscal year which ended April 28, 
1932, when 27 cents a share was 
earned. As a result of these poor 
years unpaid dividends on the $3.50 
cumulative preferred stock have 
mounted to $31.50 per share as of 
October 1, 1940." ' 

A recapitalization plan has been 
offered to the stockholders which 
would merge Thompson - Starrett 
Engineering Associates Inc. a 
wholly owned subsidiary, into the 
new company and due to treatment 
of present preferred shareholders 
would compensate for all accumu- 
lated unpaid dividends on the pre- 
ferred stock. According to the plan 
the old common stockholders would 
receive one share of new common 
stock for each four shares of old 
stock. This plan, if ratified, would 
eliminate a deficit from operations of 
$608,576 as of July 25, 1940 and 
would create a capital surplus of ap- 
proximately $970,000. 

To accurately evaluate the future 
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earning power of this company is 
very difficult due to several uncer- 
tain and changing factors. Business 
engaged in in the past has been in 
the erection of large buildings both 
residential and business, industrial 
plants and other large building en- 
terprises. From time to time the 
company invests in companies such 
as the Mason-Walsh-Atkinson-Kier 
Co. which has a one-half interest in 
Consolidated Builders, Inc., the lat- 
ter company having the contract 
for the completion of the Grand 
Coulee Dam. Therefore it can clearly 
be seen that the company has a wide 
diversification of activity in the 
building and construction field. 

A factor of prime importance in 
appraising the future for the com- 
pany is labor. Profits from the 
Grand Coulee Dam project were cut 
due to a rising cost of labor for 
which no provision had been made. 
It is very probable that the volume 
of business available will be large 
but since it is necessary to work on 
narrow profit margins, in a field 
where competition is rife, the future 
earning power is a speculation. There 
has been a sharp contraction in com- 
mercial and other heavy type build- 
ing in recent years, but there is very 
little incentive for private capital to 
enter the market. 

At its current deflated price of ap- 
proximately $1 per share little could 
be gained by liquidating the shares. 
We do not however, counsel buying 
more stock at these levels. Purely 
speculative commitments may be 
held pending the culmination of the 
recapitalization proceedings which 
have been adjourned to January 15, 
1941 from December 11, 1940 due to 
the lack of a quorum. 





Congoleum Nairn Co., Inc. 


How do your analysts regard the appre- 
ciation prospects for Congoleum Nairy, now? 
I bought 150 shares at 14 and now show a 
small profit. Is further retention advisable? 
Are earnings of the company likely to be fur- 
ther stimulated by building expansion neces- 
sitated by the national defense program? Has 
the company received any defense contracts 
for its felt-base coverings, which I understand 
to be well suited for barrack floor coverings? 
Is sales improvement in the company’s regular 
outlets continuing—likely to be stimulated by 
increasing national income—or fall off because 
of war uncertainties and conscription?—E. F., 


Philadelphia, Penna. 


Congoleum Nairn Inc., a leading 
producer of felt base floor coverings 


JANUARY 11, 1941 














50 TH CBIRTHDAY 


OF A ONE-MILE TUNNEL THAT REACHED AROUND THE WORLD 


IFTY YEARS ago the first large-scale 

development of hydroelectric power 
was inaugurated with the breaking of 
ground for the construction of a 6,700- 
foot tunnel, bored under what was then 
the village of Niagara Falls, in which the 
tailrace waters of one of the present hydro- 
electric plants on the American side of the 
Niagara River were to be discharged into 
the River below the Falls. The event also 
paved the way for the world’s first trans- 
mission of electricity over long distances. 
More significant than the actual break- 
ing of ground for the tunnel itself, the 
event marked the engineering triumph of 
those early power poineers who, in the 


face of nature’s obstacles and over the 
skepticism of scientific men of their day, 
persisted in their ideas until ultimately 
they brought about abundant low-cost 
hydroelectric power that made the Niagara 
Frontier into the greatest electro-metal- 
lurgical and electrochemical center in the 
world. 


The Niagara Hudson System—of which 
this great development is now a part— 
points with pride to the accomplishment 
of those Niagara pioneers, for their efforts 
were typical of the history of American 
business through which men of vision and 
courage have built a great country. 


NIAGARA al HUDSON 


For a complimentary copy of “‘Niagara’s Pioneers” 


a 40-page illustrated booklet dealing with the thrilling story 


of the development of Niagara Power. write Niagara Hudson Power Corporation, 15 Broad Street, New York. 








This advertisement appears as a matter of record only and is under no circumstances to be 
construed as an offering of these securities for sale, or as a solicitation of an offer to 
buy any of such securities. The offering is made only by the Prospectus. 


The Electric Auto-Lite Company 
$8,000,000 
2%4% Debentures due 1950 


Dated December 15, 1940 


Due December 15, 1950 


Price 10112% and accrued interest 


Copies of the Prospectus may be obtained in any State in which the offering of the above mentioned 
security is lawful from such of the Several Underwriters and Selected Dealers as are 
registered or licensed dealers or brokers in securities in such State. 


Lehman Brothers 


Smith, Barney & Co. 


December 27, 1940. 


Hemphill, Noyes & Co. 
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and linoleums has had a good record 
in recent years, reporting earnings 
even through the depression year of 
1932. For the six months which 
ended June 30, 1940 earnings of 61 
cents was reported as compared with 
74 cents per share for the like period 
a year earlier. 

It has recently been announced 
that the company has added to its 
line a new felt base product to be 
sold under the name of Gold Seal 
Congoleum Superwear which will re- 
tail at approximately 15% less than 
the De Luxe grade. The company 
operates in a highly competitive field 
so sales and profits tend to fluc- 
tuate, but profits have remained 
fairly stable. Raw materials such as 
linseed oil and cork are the main in- 
gredients for the finished product. 
Storage facilities are maintained in 
each of its plants as the company is 
one of the most important consumers 
of linseed oil. Cork and burlap has 
in the past been imported. Substi- 
tues are being developed and it is 
expected that such a program will 
lessen its dependence upon imported 
materials. For the near-term, how- 
ever, it does not appear likely that 
there will be any pronounced short- 
age of the basic ingredients of lino- 
leum. 

Our national defense program 
should benefit this company which 
recently received a $221,535 govern- 
ment contract for battleship lino- 
leum. It is quite possible that their 
products will be suitable for barrack 
_ expansion. In the past business has 
been mostly domestic, while approx- 
imately 85% has been for replace- 
ment work. With increased pay- 
rolls and less unemployment the 
company is expected to continue fa- 
vorable operations. The _ excess- 
profits tax in its present form does 
not seem to have any drastic effect 
on the earnings of this company, al- 
though it is not felt that earnings 
will show any marked increase over 
the near-term. Dividends of $1.25 
per share have been paid so far this 
year which compares with $1.50 in 
the preceding year. It is expected 
that the rate of $1 per share will be 
continued in 1941, and, if operations 
remain favorable, extras may be ex- 
pected from time to time. 

The capitalization of this company 
is relatively simple since there is no 
funded debt or preferred stock. Com- 
mon stock is represented by 1,390,- 
000 no par shares. The financial 


position is strong with total current 
assets as of June 30, 1940, of $15,- 
582,880 as against total current lia- 
bilities of $1,182,404. At that time 
net working capital was $14,400,476 
with equity per share of $20.28. Cash 
alone was $3,013,167 and U. S. Gov- 
ernment securities, on a cost basis, 
$2,789,174 (market value $2,896,- 
844) of current assets. 

In view of the strong trade and 
financial position of this company it 
is our opinion that the stock is 
worthy of retention. It is not ex- 
pected however, that it will experi- 
ence any dynamic price advance or 
be a leader in the market. It is 
more of the investment type of stock 
with certain reservations now due to 
the war. 





How to Derive 6% to 7% on 
Gilt-Edged Bonds 





(Continued from page 399) 


Occasionally, executions by the 
broker can be made on a con- 
siderably better basis than the 
set formula price, so that too 
rigid an order should not always 
be given, lest an outstandingly at- 
tractive opportuinty be missed. Very 
often, too, signals are given through 
arbitrage charts which might un- 
cover exceptional buying opportuni- 
ties. Thus, on the development of 
an exceptionally wide differential in 
price, the lower-priced bond may be 
bought on the theory that a closing- 
up of the wide gap is inevitable, 
since the magnet of similar mortgage 
position is bound to draw the bonds 
back to a more normal spread. Simi- 
larly, on the ultimate re-narrowing 
of the spread, the signal is flashed 
that an opportunity has arisen for 
purchase of the higher-priced bond, 
the theory being that the ultimate 
widening of the spread may involve 
an advance in price of the higher- 
coupon bond. 

From any angle, however, those 
bondholders who cannot afford to 
speculate and must stay with high 
grade bonds will find in arbitraging 
bonds of the same mortgage position 
a means not only of increasing in- 
come but also of building a valuable 
contingency fund for the bear mar- 
ket which some day will develop in 
the high grade bond market. 





Bottoms and Britain 





(Continued from page 384) 


Richmond, California. These ship- 
yards are to build 60 uniform cargo 
steamers, each of about 10,000 tons. 
With ground already broken, the 
shipyards are expected to be finished 
by March, and the first ship is to be 
delivered in October, 1941. 

While the present shipping reserve 
of Great Britain and the United 
States is probably large enough to 
carry Great Britain through 1941, 
even if the attacks on shipping are 
intensified, eventually, if the war 
lasts long enough, losses will have to 
be made up entirely by new construc- 
tion. In such case, this country may 
be forced into mass production of 
cargo ships, as in the First World 
War. If, and when, this takes place 
will depend upon the development 
of the war. There is no doubt that 
with the air above the convoyed 
ships made safer by better and more 
plentiful anti-aircraft armament and 
by a larger number of convoying 
airships and destroyers, the present 
rate of losses could probably be re- 
duced and the uneconomic expansion 
of shipbuilding capacity in this coun- 
try kept within reasonable limits. 





For the Chemical Industry 





(Continued from page 387) 


new plastics at the moment are the 
poly-styrenes made by Dow and Du 
Pont’s Lucite. Styrene made by 
Dow is sold as a plastic by Mon- 
santo and Union Carbide’s subsidi- 
ary, Bakelite Corp. .Other produc- 
ers will probably soon enter the field 
but at the moment Dow is the only 
important maker. Styrenes are out- 
standing for use as insulators and 
in addition have general plastic uses. 

Lucite is the aristocrat of the 
plastics in appearance and is still 
somewhat high priced but is com- 
ing into widespread use for jewelry, 
novelties and in furniture. 

Union Carbide’s vinylite, after 
nearly a decade of slow develop- 
ment, is moving into industry in in- 
creasing volume. This product in 
various forms is used as sheets for 
laminating safety glass, as the textile 
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FOR INVESTMENT PROGRESS IN 1941- 
Subscribe To The Magazine of Wall Street 


CONOMIC history will be remade in the coming twelve menths . 
. . Our National Defense Program .. . 
will call for a re-shuffling of certain business and investment plans . . . The accelerated pace of industrial ac 
. new taxes—will have to be weighed . . . All these influences will shap 


ness and securities will assert themselves . 


tivity .. . production readjustments . . 
money markets and security trends—affect your fortunes. 


Hence, you should not be without the guidance . . 


The Magazine of Wall Street in the year ahead. The combined features available to you as a subscriber coul 
not be duplicated for many times the price of your subscription. 
publication like ours—with a 33-year background of service—could afford to extend such a value. 


. fact-reporting . . . 









. unprecedented factors affecting busi 
new war development 


the sound and reliable conclusions o 


Only the coordinated facilities of a grea 





—LAST CHANCE OFFER— 
Value $2.50—Free to Subscribers 


5 WAYS 
TO BUILD INVESTMENT CAPITAL 
TODAY 


By A. T. Miller, Noted Market Authority 


. whose unusually high degree of success during the past year 
gives this work added importance. This practical and valuable 





new book is exactly what you will need and want for successful 
investing in 1941. Mr. Miller designates the contingencies you 
must prepare for ...and gives you his personal selection of port- 
folios—and detailed analyses of the specific securities included 

. which will best meet your objectives in the vear ahead. 


—Partial Contents— 
Part I—The Contingencies For Which You Must Be Prepared: 


A—Domestic Rearmament—If the United States continues to stay out of 
the war; Effects of U. S. involvement in Europe or Asia; Strain on pro- 
duction and transportation; Priorities and price controls; Elimination of 
civilian luxuries; Cost of arming; Effects on taxes and earnings: Possible 
inflation, 

B—Early End of the War—If Germany wins. If Great Britain wins; 
Effects on our post-war economy; Domestic readjustments: Resumption 
of foreign trade or isolation. 

C—Stalemate and Blockade—Status of Empire war orders: Diversion of 
foreign trade; International finance. 


Part Il—The 5 Ways To Build Investment Capital Today: 
1—Sound Selection—Including stable or gilt-edge securities; Cash in 
varying proportions. 

2—Limitation of Risk—Methods . . .actual and mental stops: Reefing down 
in squall areas; Balancing potential losses against gains. 

3—Emphasis on Growth—Where to look for industries and companies in 
progress stage. 

1—Emphasis on Trend—How to time the purchase and sale of normally 
cyclical investments. 

5—Special Situations—Preferreds with accumulations; War beneficiaries; 
Tax-favored industries and companies. 


Part I1I—Specific Portfolios Applying the Principles Out- 
lined . . . Chosen From — Companies with no foreign stake, invest: 
ments or sales; Companies relatively immune to Excess Profits Taxes; 
Arms program beneficiaries; Fast-growing companies in dynamic indus 
tries; Volatile and cyclical issues; Low-priced high leverage stocks; Com- 
mon stocks for generous steady yield; Selected low priced-earnings ratios. 


Part IV—"Thumbnail" Analyses of Every Issue Included in 


Suggested Portfolios: Present and future outlook. . . . Record of earn- 
ings and dividends . . . market action . . . price range for the significant 
vears from 1929 to date. . .. All other essential data. 
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———-—Mail Your Order Today—--—-—-- 
The Magazine of Wall Street 
90 Broad Street, New York 
I enclose $7.50 for vour Special Combination Offe 
including: 

1. The Magazine of Wall Street for 1 vear . . 

26 issues. 
2. Your new book “5 Ways To BuiLp INvEs 


MENT CapiTaL Topsy’ ——free. 


free. 


3. Confidential Inquiry Privileges 


Liehekes eda Caused aia swear ees 1-11-MP 


$14 for 2 yrs. 


Address 


Canadian Rate: $8.50 for 1 vr. 





























COP IPERS 


vital to the “American Way “ 


and vital to its defense 


N THE land of the free and the home 
I of the brave we enjoy a standard of 
living that for decades has been both 
the envy and the goal of the rest of the 
civilized world. We are far richer in the 
material goods which typify peaceful 
progress—electric light and appliances, 
telephones and automobiles, refrigera- 
tion and transportation . . . the list is 
long. Significant is the fact that copper 
is essential to all of these. 


One of America’s basic safeguards 


The uses of copper and its alloys are 
manifold in time of peace and prog- 
ress. And copper is called 
upon today to lend its magic 


touch to the vast endeavor to 


safeguard the Americas, for much of our 
defense equipment depends on copper. 
To provide this vital material, as well 
as zinc, lead and other needed metals, 
Anaconda’s mines, smelters, refineries 
and manufacturing plants are working 
night and day. And, in a short while, 
Anaconda will start producing high- 
grade nodulized manganese ore—thus 
making available an important supply 
of this highly strategic mineral. 
es 
It is needless to say that not only Ana- 
conda, but the entire American copper 
industry, is bending every effort to 
further the defense program, 
pA for in strength lies the way to 


peace and security. 
41200 


Anaconda Copper Mining Company 




















fibre Vinyon and as a plastic. It 
has important uses in insulating elec- 
tric wiring, for molding all sorts of 
articles, for lining beer cans, and 
more recently in sheets of varying 
thickness which can be made into 
belts, suspenders, shoes, draperies 
and furniture covering. 

American Cyanamid has another 
new material in this group called 
melamine which has only been on the 
market for a year or so. Its special 
field seems to be in making hard 
durable enamel finishes on metal 
work, and since it will stand tem- 
peratures up to 400 degrees will be 


available for electric stoves and 
kitchen equipment. It is already 
being used on refrigerators. 

Dow Chemical has a new material 
called vinylidene chloride which has 
not been fully introduced indus- 
trially as yet but which is believed 
to have important uses. 

Du Pont’s nylon, which has been 
one of the most deservedly publicized 
of the new materials, is derived from 
coal tar after several complicated 
steps. It is notable because it is one 
of the first scientifically planned 
molecules, built almost by design to 
have a certain long chain structure 


so as to give the material strength 
and stretching qualities. Nylon be- 
sides being an important textile fibre, 
is expected to be one of Du Pont’s 
most important products, with pos- 
sibilities in many diverse fields. 

Commercial Solvents has a grow- 
ing business in vitamin materials 
which are being sold to large milling 
companies for inclusion in flour to 
restore nutritive elements removed 
by the milling process. Commercial] 
also is now operating a new plant 
making what are called _nitro- 
paraffins, a group of new chemicals 
made by treating petroleum deriv- 
atives with nitric acid. Many of the 
materials in this group are beginning 
to find important industrial applica- 
tions. 

These dealers in the ever-changing 
magic of modern chemistry have 
many other marvels up their sleeves, 
which is not the least reason why 
the industry still has its greatest 
period of growth and progress to 
look forward to. 





The New “Normal” in Busi- 
ness and Market Trends 





(Continued from page 367) 


this was followed by recovery of 22 
points to November high of 100 and 
by subsequent net decline of 6 points 
to year-end close of approximate- 
ly 94. 

The World War period produced a 
less sustained market boom than 
many people suppose. In terms of 
the old Dow-Jones index of 20 indus- 
trials, 1915 was by far the most bull- 
ish year. From reopening of the New 
York Stock Exchange on December 
12, 1914, this index advanced from 
approximately 54 to a high of 99 in 
the final week of 1915 or by more 
than 83 per cent. 

Following that rise came an inter- 
mediate reaction of 13 per cent, last- 
ing about seven months, then a sec- 
ond bull market phase from a low 
around 86 in July, 1916, to high of 
110 in November of the same year, 
the gain for this four-month period 
being approximately 28 per cent. 
For 1916 as a whole, the market lost 
ground moderately for reaction, be- 
ginning in the third week of Novem- 
ber proved to have been the start of 
the bear market which foreshadowed 
entrance of the United States into 
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the war, which continued for 13 
months to mid-December, 1917, and 
which brought net decline in the in- 
dustrial average from 110 to approxi- 
mately 66 or by 40 per cent. 

The years 1918 and 1919 up to early 
November were bull market years. 
But the 1918 performance was not 
at all exciting. Maximum rise be- 
tween lowest and highest closing 
levels within the year was about 
22 per cent and net rise for the year 
as a whole was a bit over 10 per cent. 
The post-war market boom from a 
low around 80 late in 1918 lasted for 
just about a year to early Novem- 
ber, 1919, the eventual high was just 


under 120 and the advance was 
about 50 per cent. 
It is pertinent to note that 


throughout the entire World War 
period the rail average was in a defi- 
nite bear trend which did not termi- 
nate until 1921. 

In the present war period, as in 
the prior one, one of the outstanding 
new “normals” to which we have to 
adjust our thinking is the establish- 
ment of relatively low price-earnings 
ratios. That such ratios today are 
higher than they averaged in the 
World War period—though consid- 
erably under the average of 1935- 
1937—is due to such considerations 
as greater intrinsic values in the ma- 
jority of equities, much more wide- 
spread acceptance of common stocks 
as investments, and much lower 
“going wages” for money as reflected 
in low interest rates. 

This war obviously has created 
more sobering long-range uncertain- 
ties and fears in the minds of in- 
vestors than accompanied the World 
War. That fact finds partial reflec- 
tion in price-earnings ratios but is 
much more greatly reflected in the 
absence of sustained bull or bear 
trends. Much more so than in the 
World War period, the market as a 
whole is out of gear with business 
and dominated by hopes and fears 
directly related to the shifting for- 
tunes of war. 

Indeed, one has to stretch the 
realities somewhat to term the larg- 
est advances and declines of 1939 
and 1940 as “major” moves. Judged 
by older standards—as regards both 
percentage fluctuation and duration 
of trends—they could more properly 
be termed “intermediate” fluctua- 
tions. “Intermediate” means being 
in a mid-way position, being in be- 
tween two more positive or extreme 
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NATIONAL GYPSUM EXPANDS 
FACILITIES AND STRENGTHENS 
HOLD ON QUALITY LEADERSHIP! 


18 Plants... fully geared 
to benefit by what experts 
predict will be “The 
greatest home-building 
year since 1928!” 


wi H its distribution 
belt tightened, with its 
seven year expansion policy 
completed in 1940 with a 
$4,000,000 gypsum plant to 
serve the Metropolitan Area, 
with new paper and chem- 
ical lime plants, National 
Gypsum stands ready to 
serve its country in a period 
of increasing building. 


National has come a long 
way since its basic policies 
were formulated by seven 
men in Buffalo in 1925. 
Then, with only one plant, 
it was decided that National 
would shoot for the quality 
wallboard market, deal only 
with high grade building 
material dealers, stick to the 
wall and ceiling business. 


Today there are more than 10,000 
“Gold Bond” dealers with a line of 
149 items. And National is the on/y 
wall and ceiling specialist. 

Today 18 strategically located plants 
help to lower distribution costs while 
the sales force has grown from 3 


ite 


NEW $4,000,000 NEW YORK 
PLANT JUST COMPLETED 





men to more than 


You are invited to write on your 
business letterhead for a copy of a 
new booklet entitled **An idea that 
was too big for one factory . . 
Address M. H. Baker, President, Na- 
tional Gypsum Co., Buffalo, N. Y. 


300 specialists. 





NATIONAL GYPSUM COMPANY 


Gold Bond 


WALL AND CEILING 
PRODUCTS 


mplete line of Gyp- Fill, Decorative Plank 
sum Products—famous 
Gold Bond Wall- 
board, Gypsum Sheath- 
ing Board, Gypsum 
Lath, Gypsum Plaster, 
special finishes and 
patented systems of 
erection. ... Insulation 
Products—Fibre_ Insu- 
lation Board, Foil, Dry 


Lath, metal studs, cor- 
ner bead and patented 
metal base and parti- 
tion systems. ... Finish 
and Mason’s Lime. Sa 
Texture Finishes and 
Sunflex Paints....A 
line of Acoustical Prod- 
ucts to meet every need. 








Borough of BROOKLYN 


——=KINGS COUNTY TRUST COMPANY= 


342, 344 and 346 FULTON STREET 





Statement at the close of business December 31, 1940 
CAPITAL. . $500,600.00 SURPLUS. .$6,000,000.00 UNDIVIDED PROFITS. . $601,000.00 
RESOURCES 10.85 LIABILITIES 

Cash on Hand............. S$ $3,397,3 5 | Ganj $500.000.00 
Cash in Banks ........ ... 25,130,753.24 CARA wewrenice so aennncs a spb « 

U. S. Government Bonds..... 19,880, 533.98 Surplus saee 6,000,000.00 
N. Y. State and City Bonds. . 8.276.913. Undivided Profits re ee ar 601,712.18 
Gaieat ENE Os-5 o's cae ancery 8.926.592.3 = 34 680.567.35 
poo Tipe ae S76 Ee. |e ONS occ e reese: aaa sycesipin 
Bonds and Mortgages ...... 1,629.863.10 Checks Certified .......... 67,957.86 
Loans on Collateral, Demand ait Unearned Discount ........ 2,705.00 
wi casa’ Seer ee a aan at Reserves for Taxes, Expenses Pee a 
Want Watts oo ace rk 1.297'498 44 and Contingencies ........ 1,135,964.47 
Creer Aes ne oeg eh nace '441.663.91 Official Checks Outstanding 184,488.33 


$73,173, 395.22 22 


Our main office is our only office 


facility and accommodation known to modern banking. 


and makes available 


$73,173,395 .22 
to its depositors every 
Make it your banking home. 











Member Federal Deposit Insurance Corporation. 
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Market Near Decisive Test 
Know What Action To Take! 


> As January unfolds, the initial important market move 
of 1941 will crystallize. In the meantime, you may pre- 
pare fully for our advice to buy . . . when a base is 
made and a sizable advance is in prospect. 


BUY 


BUY 


38+ +LBUY |+] MARKET ADVISORY RECORD 





WEEKLY TREND LETTER 


OF THE MAGAZINE OF WALL STREET 


TRADING 


BUY 2 


a TTT 


DOW JONES INDUSTRIALS WEEKLY 
ee er Yan “et tr 
OEC 


BUY 


MAY 
1940 


oct. Nov. 


bEC 


SEPT. : ocT. FEB. MAR SEPT 
1939 


NOV. JAN APR JUNE JULY AUG 


Moderate-Priced Advisory Service 


for Today’s Markets 


Our assurance of satisfactory service is backed by our outstanding record 
over the past 16 months of intricate war markets. Note from the above 
chart how The Weekly Trend Letter has maintained 91% accuracy .. . 31 
points gain in the averages with only 234 points loss . . . 
28!/, points while the market declined. 


a net profit of 





You can readily see how valuable The Weekly Trend 
Letter could have been to you in 1940. Consider, 
for example, our advice of May I Ith to sell on a stop 


The Complete Service 
The Trend Letter Will Bring 


You Every Week .. 
], The Magwall Trend In- at 144.75. Dow-Jones Industrials. This was followed by 
* dicator . ... graphically our advice of June 3rd to buy at 115.39. Your capital 


shows market’s relation 
to business activity. 
> Suggested Trading and 
Investment Policy. 


would have been safeguarded and the value of your 
buying power considerably increased. 


3. Dow Theory Interpreta- 
tions. The Weekly Trend Letter will advise you definitely 
You Will Also Receive . . . when to buy and when to sell . . . by mail and by 
4, Consultation on 6 Secu- telegraph as desired. It will also provide you with 
rities at a Time... by ; ° . . 
wire and by mail. continuous consultation on your security holdings 
5, Telegrams . . . Collect . what to buy... hold... or sell. 
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positions. For a long time this mar. 
ket has been in between hopes and 
fears centering in the European 
drama. It still is, in the writer's 
opinion, and that also is one of the 
new “normals” of our situation. 





Behind the Scenes on Total 
Defense 





(Continued from page 378) 


but its weakness is that President 
Roosevelt himself is still the one- 
man bottleneck through which im- 
portant decisions must funnel. He 
has indicated that the OP M will be 
able to handle practically all matters 
itself without his intervention, but he 
will fight hard to prevent Congress 
from actually giving any of his au- 
thority to some other official. One of 
the big jobs of the new OP M is to 
force the Army and Navy to stand- 
ardize their designs, use interchange- 
able equipment wherever possible, 
coordinate their material with Brit- 
ish specifications, reduce the number 
of different models, and simplify de- 
signs to make them better adapted 
to mass-production and_ sub-con- 
tracting. Some progress is being 
made, but more is imperative, and 
the military arm is feeling the pinch 
of the “no business as usual” policy. 

Congress also will not be able to 
do business as usual. Politics there 
will be, but partisan jockeying will 
be reduced to a minimum, and so 
will legislation not related to de- 
fense. Washington is already ac- 
quiring the earmarks of a war cap- 
ital, and before long the defense 
urgency will be driven home to every 
individual in the land. 





Ten Favored Stocks 





(Continued from page 381) 


profits tax exemption runs up to al- 
most $14 a share on the present in- 
vested capital base. 


Plymouth Oil 


The major part of this company’s 
earnings is derived from the pro- 
duction of crude oil. Principal lo- 
cations of its producing interests are 
in the Big Lake field of West Texas 


When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 
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and in San Patricio and Calhoun 
Counties (Texas Gulf Coast). In- 
terests likewise are held in 192,089 
undeveloped acres, principally in 
Texas, Arkansas, Louisiana, Ken- 
tucky, Pennsylvania, West Virginia 
and Illinois. Marketing of output 
from a new field in 1940 tended to 
bolster profits, and the potentialities 
inherent in active development of 
reserve properties represent a con- 
siderable point of favor. 

Long-term notes of about $2,415,- 
000 and 1,038,633 shares of $5 par 
capital stock comprise the company’s 
capitalization. In spite of the ad- 
verse effect of production restric- 
tions and other drawbacks existing 
last year, the company is estimated 


to have earned about $1.75 a share | 
in 1940. This would compare with | 


higher profits equal to $2.37 a share 
in 1939, but considering the present 
situation and prospects in the oil 
industry, it appears reasonable to 
expect that this year’s volume and 
profits may exceed that of 1940. Oil 
authorities have indicated 
stocks of crude oil above ground and 
gasoline inventories are not exces- 
sive in view of the likely improve- 
ment of about 8% in demand for 
1941, while large cuts in crude pro- 


duction and a spurt in gasoline | 


usage have stimulated demand for 
the company’s output. The stock 
of this well-entrenched producer 
should be an attractive purchase for 


potential appreciation and income in | 


1941, although—in common with 
other stocks recommended—success 
of such purchases must depend 
vitally on timing. 


New York Shipbuilding 


Primary interest of this company 
is the construction and repair of all 
types of larger ships. The plant at 
Camden, N. J., on the Delaware 
River, is one of the largest in the 
country, and while the company’s 
activities now are mostly devoted to 
the construction of cruisers and 
lighter naval craft for the United 
States Navy, some of the largest 
merchantmen afloat have been built 
in the yards. Tonnage booked has 
been running at an unprecedented 
aggregate, and gross value of unde- 
livered contracts is believed to ap- 
proximate $600,000,000. That pres- 
ent activity represents not much 
more than the start of the huge ship- 
building boom is indicated in the 
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. .. because each year more people join in this 
Call for Philip Morris — people who have dis- 
covered that Philip Morris is a superior cigarette 
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ity recognized by eminent medical authorities! 


1940 was Philip Morris’ biggest year. Today 
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AMERICA’S 
FINEST 
CIGARETTE 


SULPHUR 
AND 


DEFENSE 


Foremost among the raw mater- 
ials for the nation’s defense in- 
dustries as well as for our peace 
time pursuits, is sulphur . . . sul- 
phur for steel, aviation gasoline, 
tires, medicines and fertilizers. In 
World War I sulphur was a major 
problem. Today, however, the Gulf 
Coast sulphur industry stands 
ready to meet not only the record 
demands of the present but the full 
challenge of national defense ahead. 
Back of this change are basic poli- 
cies of the industry itself . . . the 
maintenance of prospecting in lean 
years as well as good which led 
to development of such impor- 
tant mines as Grande Ecaille in 
32 and ‘33... the planning of 
production which stabilized em- 
ployment and built up _ inven- 
tories to meet today’s spurt in 
demand . . . the emphasis on re- 
search which improved mining 
technique and made possible the 
operation of great mines to swell 
the nation’s sulphur supplies. 
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NDAC’s recent announcement that 
it has allocated the staggering total 
of $7,700,000,000 for its current 
naval and alteration program. 

Calling of the 7% preferred last 
year improved the position of the 
common stock through the elimina- 
tion of the preferred and its $24.50 
per share in arrears. Capitalization 
thus was reduced to approximately 
$2,500,000 funded debt, 325,000 
shares of $1 par participating stock 
and 175,000 shares of $1 par Found- 
ers stock. Last year’s profits are be- 
lieved to have exceeded $3.50 a par- 
ticipating share, even after heavy ex- 
cess profits taxes, which would com- 
pare with $1.61 a share in 1939 and 
$0.82 in 1938. With current backlogs 
indicating capacity operations for a 
lengthy period, the profit prospect 
is excellent in the face of likely 
higher taxes, labor and material 
costs. Volume is likely to go up 
considerably after construction of 
the new way, shop, cranes and 
equipment, for which the Navy has 
appropriated $10,500,000. Full pro- 
duction called for in present plans 
may not be attained until 1942. Un- 
der the influence of sharply improved 
earning power, the stock has become 
one of the Big Board’s speculative 
leaders. 


National Acme Co. 


National Acme Co. is a leading 
manufacturer of such machine tools 
as multiple spindle automatics, ver- 
tical tapping machines, threading 
tools, counters, timers, and similar 
devices. Some measure of the extent 
to which the company’s business has 
been stimulated by general industrial 
activity and defense preparations is 
contained in the recent official state- 
ment that unfilled orders totaled 
$20,000,000, «the largest in over 
twenty years, and sufficient, at the 
recent rate of operations, to keep 
the company busy for about a year 
and a half. 

In the first nine months of 1940, 
the company’s earnings totaled $1,- 
340,000, after allowing $750,000 for 
estimated excess-profits taxes. Ap- 
plied to the 500,000 shares of capital 
stock, net was equal to $2.68 a share, 
or more than seven times as large as 
the net profit of $188,000, or 38 
cents a share, reported in the first 
nine months of 1939, and exceeding 
earnings for any full year since 1937. 
Last year the company paid divi- 
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dends totaling $1 a share, retired a 
bank loan of $300,000, and paid off 
$652,000 of 414% sinking fund 
bonds, entirely eliminating funded 
debt. Cancellation of the company’s 
entire debt may well foreshadow a 
more liberal dividend policy over the 
months ahead. 

Sales and earnings over the com- 
ing months promise to be well sus- 
tained, not only by the almost in- 
satiable demand for machine tools, 
but demand for other products of 
the company, such as aeroplane 
wheels, brake dums, etc. will un- 
doubtedly make important contribu- 
tions. The company’s liability for) 
excess-profits taxes promises to be| 
large. Nevertheless, earnings avail- 
able to stockholders will be substan- 
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tial and the shares merit considera- 
tion both for income and potential | 
price appreciation. 


White Motor Co. 


White Motor is an old-established 
manufacturer of a wide line of motor 
trucks and buses, sold under the 


trade names of “White” and “In-| 


diana.” The company’s line of motor 
vehicles is comprised principally of 
the heavy-duty type trucks and this 
doubtless accounts for the fact that 
earnings in the past have been highly 
erratic, with profits shown in only 
three out of the past ten years. 

Recently, however, prospects have 
brightened perceptibly. Motor truck 
sales have been stimulated, by the 
increased tempo of general industrial 
activity, particularly in the heavier 
industries. Moreover, the company 
has been awarded several large or- 
ders by the War Department for 
scout cars and_ half-trucks: The 
latest order of this type amounted 
to $34,451,249, which was larger than 
the company’s net sales for all of 
1939. Total Government orders on 
the company’s books were estimated 
in excess of $45,000,000. and more 
are expected to follow. 

In the first six months profits of 
$743,529, were equivalent to $1.19 a 
share on the 625,000 shares of stock 
which comprise the entire capitali- 
zation. Sales and earnings in this 
period were the largest in ten years 
and compared with a loss of some 
$469,000 in the first half of 1939. For 
all of 1940, earnings were probably 
in excess of $2 a share and it is 
estimated that the company’s excess- 





profits tax exemption is equivalent | 














PACIFIC GAS AND ELECTRIC CO. 
DIVIDEND NOTICE 


Common Stock Dividend No. 100 


A cash dividend declared by the Board 
of Directors on December 18, 1940 for 
the quarter ending December 31, 1940, 
equal to 2% of its par value, will be 
paid upon the Common Capital Stock 
of this Company by check on January 
15, 1941, to shareholders of record at 
the close of business on December 31, 
1940. The Transfer Books will not be 
closed. 


D. H. Foors, Secretary-T reasurer. 


San Francisco, California. 








LOEW'S INCORPORATED 


“THEATRES EVERYWHERE” 
January 6, 1941 
THE Board of Directors on January 2nd, 
1941 declared a quarterly dividend of 
$1.6214 per share on the outstanding $6.50 
Cumulative Preferred Stock of this Com- 
pany, payable on the 15th day of February, 
1941 to stockholders of record at the close 
of business on the 31st day of January, 1941. 

Checks will be mailed. 
DAVID BERNSTEIN 
Vice President & Treasurer 
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to about $2.50 a share. Prospects 
would appear favorable for the re- 
sumption of dividends in the near 
future and among low priced is- 
sues, the shares may be credited with 
considerable speculative promise. 





As the Trader Sees Today's 
Market 





(Continued from page 403) 


U. S. under most conditions. 

The story is told of a party being 
taken through the U. S. Steel exhibit 
at the World’s Fair before the open- 
ing. They were admiring the struc- 
ture when they happened to notice 
that one of the steel girders was in- 
conspicuously marked with _ its 
maker’s name— Bethlehem Steel 
Corp. That is the feeling, that 
while U. S. may have grown to be 
almost an institution, Bethlehem is 
still hungry for business and natu- 
rally sales-minded. 

Earnings of the two companies in 
the first half of 1940 were $2.72 for 
U. S. and $6.10 for Bethlehem. If 
one depended on those figures, the 
spread between market prices of 70 
and 89 would seem too narrow. But 
of course in the third quarter Big 
Steel began to show its capabilities, 
and for the full year there will not 
be so very much to choose between 
them. If Bethlehem were able to 
execute all its unfilled orders over 
the next six or twelve months, there 
would be no doubt as to which would 
earn more. But so much of Beth- 
lehem’s orders are for ships, which 
will take years to launch, that the 
current profit level is quite similar 
between the two companies. 

U. S. Steel has lost much of the 
leadership it formerly possessed, 
through changes in the pricing sys- 
tem, but it is still by far the largest 
factor in the business. It has rela- 
tively more to gain from a sustained 
demand from steel, because its 
capacity is the largest and its de- 
pendence upon heavy volume the 
most complete. If steel operations 
were to go next month to 40 per 
cent of capacity, there is very little 
doubt that U. S. Steel would imme- 
diately begin to lose money, while 
Bethlehem would continue to show 
small profits. 

It has not yet been proved, and 
the only way to prove it is by see- 
ing it happen, but there is a good 
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chance that despite Bethlehem’s spe- 
cific advantages, Big Steel can out- 
earn it in a period of all-out demand 
for steel. In other words, anyone 
speculating on a prolonged boom in 
the industry should think several 
times before paying nineteen or 
twenty points premium for the 
smaller company’s stock, even 
though the recent earning and divi- 
dend record favor it. 

This spread has existed for quite 
a while now. There is no guarantee 
that it will not be widened. The 
whole case may be summed up by 
saying that it looks too wide if pres- 
ent indications in the steel industry 
are not to undergo a decided change. 





Preview for 1941 





(Continued from page 375) 


selective service absorptions, since 
much of the drafted manpower (un- 
less out on protracted maneuvers) 
is likely to see movies with a fair 
regularity in any event. The po- 
tential rise in attendance here should 
offset with ease any possible further 
declines in demand from European 
markets. Latin-American markets 
represent another possible offset—at 
least to some extent—with this field 
now under intensive cultivation. 
Since picture demand thus is likely 
to be generally good, producers, too, 
appear assured of a busy period in 
1941, though their volume is dif- 
ficult to predict because of the varia- 
tion in appeal of different pictures. 
Recent settlement of the Federal 
Government’s antitrust suit against 
the industry will be a help to profit 
margins, in that this had involved 
high legal expenses, while the ma- 
jority of companies in the field are 
holding production costs down to a 
minimum and working on further 
development of the home market as 
an offset to the cut in foreign mar- 
kets. The general tendency, how- 
ever, will be toward lower profit 
margins, reflecting higher taxes, and 
material costs and possibly higher 
labor costs. A balance on the other 
side of the scales could be obtained 
in higher box office prices, but a 
strong price consciousness exists in 
the movie-going public and the ex- 
hibiting end of the business is keenly 
competitive. Without such a raise 
in prices, record earnings are un- 


likely to accompany the record at- 
tendance in sight. Net income this 
year, nevertheless, may be expected 
to be somewhat higher than that of 
1940, since the comparative base of 
foreign business will be better than 
it was for 1940 vs. 1939, while do- 
mestic improvement also is likely. 





For Profit and Income 





(Continued from page 405) 
Logical Conclusion 


The London Times carries a story 
of the kind that gives the investor 
the shudders. A company formed in 
1936 has found its profits taxable at 
the rate of 19 shillings and 3 pence 
to the pound. That left 9 pence out 
of which to make capital disburse- 
ments and contribute toward A. R. P. 

The management found a solu- 
tion: the company is to be liqui- 
dated. 


Carbon Black Profits 


With prices higher but exports cut 
sharply, Columbian Carbon and 
United Carbon have had a reasonably 
good year. If it were not for heavier 
taxes they would have registered 
good gains over 1939. Columbian 
earned $4.50 a share in the first nine 
months of 1940 against $4.43 a year 
earlier; United showed $2.71 against 
$2.78. However, both stocks are 
selling in the lower part of their 
range because of the shrinkage in 
volume which has not been overcome 
by increased domestic demand, and 
because of the tax problem. 





Kennecott Copper 





(Continued from page 397) 


own tax schedules are taking an in- 
creasingly large share of industrial 
profits. Kennecott will, of course, 
have to meet the recently increased 
corporate tax although the company 
has fairly large exemptions under 
both of the options offered in calcu- 
lating excess profits taxes. On an 
average earnings basis, the company 
is exempt up to approximately $2.90 
a share in earnings before excess 
profits taxes apply. On an invested 


When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 





aapit 
ately 
both 

Ke 
livid 
year 
com} 
Cons 
pany 


qcom! 


omit 
past 
cent 
Al 
shee 
lent 
no f 
curr 
mor 
curr 
Cas) 
$64, 
neal 
The 
was 
a sl 
curt 
shat 
tal 
k 
mos 
syn 
met 
hav 
bal. 
ear. 
hov 
the 
anc 
poi 
sur 
194 
val 
foll 


siz 


no 





cord at- 
ome this 
expected 
1 that of 
base of 
ter than 
hile do- 
likely. 


ee 





105) 


a story 
investor 
rmed in 
cable at 
3 pence 
nce out 
isburse- 
A.R.P. 
a solu- 
2 liqui- 


mts cut 
1 and 
onably 
heavier 
istered 
imbian 
st nine 
a year 
igainst 
cS are 
their 
age in 
rcome 


d, and 


) 


an in- 
istrial 
ourse, 
‘eased 
ipany 
under 
calcu- 
n an 
pany 
$2.90 
XCESS 
ested 


REET 


apital basis the exemption is moder- 
itely lower at about $2.63 a share; 
both figures before depletion. 

Kennecott paid regular and extra 
dividends in 1940 which brought the 
year’s total up to $2.75 a share as 
compared with $2 a share in 1939. 
Considering the nature of the com- 
pany’s business, it has maintained a 
commendable record of dividends; 
omitting payments in only 4 of the 
past 20 years and 1 in the most re- 
cent 10 year period. 


At the date of the latest balance 
sheet, the company was in an excel- 
lent financial position. There was 
no funded debt nor bank loans and 
current assets of $116,451,974 were 
more than 6 times greater than total 
current liabilities of $18,072,348. 
Cash and cash items amounted to 
$64,388,000 and were themselves 
nearly 314 times total current debt. 
The total book value of the company 
was $342,104,952 er equal to $31.61 
a share of common stock which is 
currently outstanding at 10,821,652 
shares and constitutes the sole capi- 
tal obligation. 

Kennecott shares, in common with 
most of the copper stocks, move in 
sympathy with the prices of the 
metal. Consequently, the shares 
have been drifting downward on 
balance since the peak achieved 
early in 1937. At current levels, 
however, the shares have recovered 
the greatest part of their 1940 loss 
and are now selling close to the high 
point for the year. With better con- 
sumption and prices in prospect for 
1941 it is probable that the market 
value of the shares will continue to 
follow copper prices although the 
size of the advance will be tempered 
by the large part of earnings which 
now must accrue to taxes. 





Evaluating the Textile 
Shares 





(Continued from page 401) 


goods manufacturers have been rel- 
atively poor in the first half of the 
current year but due strongly to in- 
creased demand from the Army and 
civilian sources it is probable that 
the situation has markedly im- 
proved during the second half of 
the year. Inventories—which have 
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é 


There are only 2135 key corporations in the United States; 800 


of which do 70% of the total business done in America! 
e 


The entire Directory of Directors of ALL incorporated businesses 
in the U. S., lists but 80,000 names! 


e 
The 1938 income tax figures disclosed the fact that but 118,000 
people, (including widows) had an income of $10,000.00 or more. 


°° 
Of an estimated 8,500,000 U. S. stockholders, less than 75,000 
own fully one-half of ALL corporation stock held by individuals. 
e 
The voting power in the average large corporation is in the 
hands of a little over 1°, of the share holders. 


e 

More than 80%, of the stockholders in the U. S. have a dividend 
income of less than $500.00. 

& 

All the leading corporations in the U. S. have their securities 
listed on some Stock Exchange. There are a little over 2,000 of such 
listings! 

2 

The big business market is LIMITED, and the spread of publica- 
tions that cover it, need not run in the hundreds of thousands. Your 
sales message addressed to this market through such media, carries the 
costly burden of EXCESS CIRCULATION! 

& 

This publication blankets the big business market, and does it 

at but $450.00 per page. 


& 
Our reader audience comprises a group of men whom it is vitally 
important for the advertiser to cultivate FIRST. They are not large in 
numbers because, truthfully, there are not many of them! 


e 
They spend MORE and more quickly, not curtailed by the 
weighty problem "Can they afford it!"—and they set the styles for 
others to follow! 
e 
Reach them through this magazine. It is a “MUST ITEM" on 
their reading list—not clipped by their secretaries for their attention. 
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at times been the cause of heavy 
company losses—are not only in bet- 
ter shape than for many years but 
also will show some profits since 
selling prices for woolens are now 
well above most cost prices. 

The outbreak of the war threat- 
ened the rayon industry’s supply of 
desirable wood pulp which up until 
recently had been mostly imported 
from abroad. New technological de- 
velopments in this country, however. 
have solved the question of wood- 
pulp for the industry and this has 
been assisted by large quantities of 
suitable wood-pulp, formerly sold to 
Japan, which are now available 
to American rayon makers. As far 
as cotton linters are concerned there 
is no question of adequate supply so 
that the rayon industry is currently 
well situated as far as raw materials 
are concewed. 


The war has also favored Ameri- 
can rayon producers by reducing the 
amount of foreign competition. 
Thus, in the first nine months of the 
current year, according to Rayon 
Organon, exports of all rayon prod- 
ducts amounted to approximately 
9,250,000 pounds of filament yarn as 
compared with about 7,000,000 
pounds in the similar period of 1939. 
Mainly because of the entry of Italy 
into the war, American imports in 
the same period declined to 500,- 
000 pounds of filament yarn as com- 
pared with 875,000 pounds a year 
ago. The favorable foreign trade 
balance of 8,750,000 pounds has since 
been considerably expanded and 
promises to set up another new 
rayon record for the industry. 

November’s domestic rayon ship- 
ments of 35,000,000 pounds were 
moderately lower than those for Oc- 
tober but were nevertheless 1,700,- 
000 pounds greater than in the same 
period of 1939 when the initial war 
rush was on. Shipments for the first 
11 months of the last year were 
7 per cent higher than a year ago 
with a total of 355,100,000 pounds 
and a new high in domestic ship- 
ments is likely for the year. Stocks 
of yarn in producers’ hands were 
only 6,200,000 pounds at the end of 
November as compared with 7,700,- 
000 pounds on November 31, 1939. 

Despite the fact that late sum- 
mer saw the rayon industry ham- 
pered by floods in some sections 
and labor troubles in others, most 
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of the companies in the industry 
will report equally as satisfactory 
profits as a year ago. With profit 
margins moderately lower, how- 
ever, increased profits will prob- 
ably be in smaller proportion to 
those of a year ago due mostly to 
increased taxes. Some experi- 
mental work is in progress attempt- 
ing to adapt rayon to military 
needs as a replacement for silk but 
even if successful, the added con- 
sumption would be comparatively 
small. Other consumer demand 
continues to grow and it is prob- 
able that the rayon fabrics are still 
far from the saturation point. 

To summarize, textiles, with the 
exception of silk, will continue to be 
in good demand as long as prepared- 
ness efforts continue. Mi£ll opera- 
tions will continue at high levels for 
some time to come with only mod- 
erate variations in order to control 
mill inventories. Textile prices will 
be moderately higher although mill 
margins will do well to maintain 
their present levels and therefore 
carnings per share of common stocks 
will probably show but little im- 
provement over last year’s fairly 
satisfactory figures. An exception 
to this general summary should be 
made in favor of the rayon industry. 
Here, demand and production will 
continue to make new high records 
and prices for yarns and finished 
products will be moderately higher. 





Weighing the Market's 1941 
Potentialities 





(Continued from page 366) 


has been fully cognizant of the pos- 
sibilities for:-many months and it 
could not be as much of a surprise 
to the stock market as was the quick 
collapse of Dutch-Belgian-French re- 
sistance last May. 

Moreover, the concentration of 
speculative conjecture on some 
major event of the future seldom 
proves to have been fully justified. 
Because it seems logical that Hitler 
must strike with maximum force be- 
fore American aid to England can 
become decisive, the consensus is 
that Nazi invasion will be attempted 
before spring. Maybe so—but this 
war has been full of surprises and 


more are not only possible but prob- 
able. 

If pinned down to a guess—and it 
can be nothing more—our guess is 
that Hitler will not attempt to in- 
vade England any time soon because 
the German High Command knows 
the effort would result in failure un- 
less England’s defensive power had 
first been effectively broken by air 
attack and ship sinkings. If we can 
judge by the results to date, no Ger- 
man air and sea campaign is likely 
to be sufficiently decisive to pave the 
way for Nazi invasion by Spring. 

We think it likely, therefore, that 
the war will go on through 1941 and 
that any decisive results obtained 
by the German land forces will be 
not against England but elsewhere 
in Europe. If Hitler cannot break 
England’s back, what will be the sit- 
uation of Germany? Obviously, she 
would be confronted by the specter 
of continuing control of the seas by 
the British and U.S. Navies. This 
would leave Germany land-locked 
on the Continent unless she could 
break out through Turkey into the 
Near East and across Suez to 
Africa. But there is a much less 
difficult route, entirely by land, to 
an area much richer—potentially— 
in all the raw materials that Ger- 
many needs. It is Russia. So, if 
events should frustrate the Ger- 
mans in the west, we would not be 
greatly surprised to see them turn 
their aggressive diplomacy and 
threats and—those failing—war ac- 
tion in the direction of one Joseph 
Stalin. Fantastic? Perhaps—but 
this is a fantastic war. 

We venture no guess as to U. S. 
involvement this year, but how 
could it be a major stock market 
surprise if it came? Perhaps you re- 
member the 1916-1917 bear market 
which foreshadowed and accompa- 
nied our entrance into the World 
War. It came, however, after the 
stock market—as measured by the 
old Dow-Jones average of 20 indus- 
trials—had experienced a net ad- 
vance of more than 100 per cent. It 
would come this time not from a 
high level but a low level. More 
likely it would be a short, possibly 
severe, dip, rather than a sustained 
bear market. These days, sustained 
continuity of any trends in the av- 
erages seems the most improbable 
of all contingencies. 

—Monday, January 6. 
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